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Analysis of ISA 240 and Mapping Document 

1. Exhibit 1 sets out statements in ISA 240 that use the present tense to describe auditor actions, 
and the proposed treatment of whether the actions should be redrafted as a requirement, or 
redrafted to make clear that it is explanatory material. Paragraph references to extant ISA 240 
and to the redrafted ISA 240 (presented in Agenda Item 4-C) are provided. 

2. Exhibit 2 sets out extant ISA 240 and maps each of its paragraphs to the redrafted ISA 240 
(Agenda Item 4-C). The highlight material indicates sentences and paragraphs that are 
proposed to be deleted, or repositioned, as part of the redrafting. An explanation of the 
proposed change and other comments are provided, where appropriate. 

Exhibit 1 
 

Para Existing Present Tense Statements Change to 
“shall” 

New 
Para 

Rationale and Comments 

 Responsibilities of the Auditor for Detecting Material 
Misstatements Due to Fraud 

   

22 When obtaining reasonable assurance, an auditor 
maintains an attitude of professional skepticism 
throughout the audit, considers the potential for 
management override of controls and recognizes the fact 
that audit procedures that are effective for detecting error 
may not be appropriate in the context of an identified risk 
of material misstatement due to fraud. 

No - Paraphrases the existing 
requirements to maintain 
professional skepticism and to 
consider management override of 
controls. Effectiveness of audit 
procedures for detecting fraud and 
error also discussed in redrafted 
ISA 500.  

 Professional Skepticism    
25 …When making inquiries and performing other audit 

procedures, the auditor exercises professional skepticism 
and is not satisfied with less-than-persuasive audit 
evidence based on a belief that management and those 
charged with governance are honest and have integrity…. 

No - Repetitive of ISA 200 and 
explains the concept of 
professional skepticism and an 
existing requirement. 

26 …During the audit, the auditor considers the reliability of 
the information to be used as audit evidence including 
consideration of controls over its preparation and 
maintenance where relevant. Unless the auditor has reason 
to believe the contrary, the auditor ordinarily accepts 
records and documents as genuine. However, if conditions 
identified during the audit cause the auditor to believe that 
a document may not be authentic or that terms in a 
document have been modified, the auditor investigates 
further, for example confirming directly with the third 
party or considering using the work of an expert to assess 
the document’s authenticity 

Yes 
 
 
 
 

- Largely reflective of ISA 
500.10-.11. See redrafted ISA 
500. 
  

 Discussion Among the Engagement Team    
31 Many small audits are carried out by the engagement 

partner…In such situations, the engagement partner, 
having personally conducted the planning of the audit, 
considers the susceptibility of the entity’s financial 
statements to material misstatement due to fraud. 

No - Explains how to carry out an 
existing requirement in the 
context of a small audit. 

32 It is important that after the initial discussion while 
planning the audit, and also at intervals throughout the 
audit, engagement team members continue to 
communicate and share information obtained that may 
affect the assessment of risks of material misstatement due 

Yes - See redrafted ISA 315.9. 
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to fraud or the audit procedures performed to address these 
risks. 

 Risk Assessment Procedures    
37 When making inquiries as part of obtaining an 

understanding of management’s process for identifying 
and responding to the risks of fraud in the entity, the 
auditor inquires about the process to respond to internal or 
external allegations of fraud affecting the entity. 
 
For entities with multiple locations, the auditor inquires 
about the nature and extent of monitoring of operating 
locations or business segments and whether there are 
particular operating locations or business segments for 
which a risk of fraud may be more likely to exist 

Yes 
 
 
 
 
 
 

No 

7a 
(iii) 

 
 
 
 
 
- 

Enhances the desired set of 
specific risk assessment 
procedures in relation to fraud. 
 
 
 
 
Explains how to carry out an 
existing requirement. 

39 …The auditor uses professional judgment in determining 
those others within the entity to whom inquiries are 
directed and the extent of such inquiries. In making this 
determination the auditor considers whether others within 
the entity may be able to provide information that will be 
helpful to the auditor in identifying the risks of material 
misstatement due to fraud. 

No - Treatment consistent with that 
proposed for equivalent paragraph 
in ISA 315. 

40 The auditor makes inquiries of internal audit personnel, for 
those entities that have an internal audit function. The 
inquiries address the views of the internal auditors 
regarding the risks of fraud, whether during the year the 
internal auditors have performed any procedures to detect 
fraud, whether management has satisfactorily responded to 
any findings resulting from these procedures, and whether 
the internal auditors have knowledge of any actual, 
suspected or alleged fraud. 

Yes  
 
 
 
 
 

7c In the case of entities with 
internal audit, such specific 
inquires appear essential. 
(Debatable, however, given that 
this requirement would not be 
applicable to all audits of all 
sizes). 
 
 

42 When evaluating management’s responses to inquiries, the 
auditor maintains an attitude of professional skepticism 
recognizing that management is often in the best position 
to perpetrate fraud. Therefore, the auditor uses 
professional judgment in deciding when it is necessary to 
corroborate responses to inquiries with other information.  
 
When responses to inquiries are inconsistent, the auditor 
seeks to resolve the inconsistencies 

No 
 
 
 
 
 
 

Yes 

- 
 
 
 
 
 
 
- 

Reflects the existing requirement 
in ISA 200 to exercise 
skepticism. Explanatory in 
nature. 
 
 
 
See redrafted ISA 500. 

47 The auditor makes inquiries of those charged with 
governance in part to corroborate the responses to the 
inquiries from management.  
 
When responses to these inquiries are inconsistent, the 
auditor obtains additional audit evidence to resolve the 
inconsistencies.  

No 
 
 
 

Yes 

- 
 
 
 
- 

Explanatory in nature. 
 
 
 
See redrafted ISA 500. 

50 Accordingly, the auditor exercises professional judgment 
in determining whether a fraud risk factor is present and 
whether it is to be considered in assessing the risks of 
material misstatement of the financial statements due to 
fraud. 

No - Explanatory in nature. 

51 The auditor also has to be alert for risk factors specific to 
the entity that are not included in Appendix 1. 

No 
 
 

- Appendix 1 clearly indicates that 
the risk factors are not 
comprehensive. 

54 …In performing analytical procedures the auditor 
develops expectations about plausible relationships that 

No - Explains how to carry out an 
analytical procedure.  
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are reasonably expected to exist…When a comparison of 
those expectations with recorded amounts, or with ratios 
developed from recorded amounts, yields unusual or 
unexpected relationships, the auditor considers those 
results in identifying risks of material misstatement due to 
fraud. Analytical procedures include procedures related to 
revenue accounts with the objective of identifying unusual 
or unexpected relationships… 

56 In addition to information obtained from applying 
analytical procedures, the auditor considers other 
information obtained about the entity and its environment 
that may be helpful in identifying the risks of material 
misstatement due to fraud.  

No - Repeats an existing requirement. 
 

 Identification and Assessment of the Risks of Material 
Misstatements Due to Fraud 

   

58 To assess the risks of material misstatement due to fraud 
the auditor uses professional judgment and: 
• Identifies risks of fraud by considering the information 

obtained through performing risk assessment 
procedures and by considering the classes of 
transactions, account balances and disclosures in the 
financial statements; 

• Relates the identified risks of fraud to what can go 
wrong at the assertion level; and 

• Considers the likely magnitude of the potential 
misstatement including the possibility that the risk 
might give rise to multiple misstatements and the 
likelihood of the risk occurring 

No - Repetitive of the proposed 
requirements of redrafted ISA 
315. 

60 Material misstatements due to fraudulent financial 
reporting often result from an overstatement of 
revenues…. Therefore, the auditor ordinarily presumes 
that there are risks of fraud in revenue recognition and 
considers which types of revenue, revenue transactions or 
assertions may give rise to such risks. Those assessed risks 
of material misstatement due fraud related to revenue 
recognition are significant risks to be addressed in 
accordance with paragraphs 57 and 61.  If the auditor has 
not identified …revenue recognitions as a risk…the 
auditor documents the reasons supporting the auditor’s 
conclusions as required by paragraph 110. 
 
 

Yes 
 
 
 
 
 
 
 
 
 
 

11 
 
 
 
 
 
 
 
 
 
 

Appears essential to a high 
quality audit.  
 
 
 
 
 
 
 
 
 

 Responses to the Risks of Material Misstatements Due 
to Fraud 

   

63 The auditor responds to the risks of material misstatement 
due to fraud in the following ways: 
(a)  A response that has an overall effect on how the audit 

is conducted – that is, increased professional 
skepticism and a response involving more general 
considerations apart from the specific procedures 
otherwise planned; 

(b)  A response to identified risks at the assertion level 
involving the nature, timing and extent of audit 
procedures to be performed; and 

(c)  A response to identified risks involving the 
performance of certain audit procedures to address the 

No 
 
 
 
 

- Paraphrases existing 
requirements. 
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risks of material misstatement due to fraud involving 
management override of controls, given the 
unpredictable ways in which such override could 
occur. 

 
65 The auditor may conclude that it would not be practicable 

to design audit procedures that sufficiently address the 
risks of material misstatement due to fraud. In such 
circumstances the auditor considers the implications for 
the audit (see paragraphs 89 and 103). 

No - Paraphrases and cross-references 
existing requirements. 

68 The auditor considers management’s selection and 
application of significant accounting policies, particularly 
those related to subjective measurements and complex 
transactions. The auditor considers whether the selection 
and application of accounting policies may be indicative of 
fraudulent financial reporting resulting from 
management’s effort to manage earnings in order to 
deceive financial statement users by influencing their 
perceptions as to the entity’s performance and 
profitability. 

Yes 
 
 
 
 

13b Both considerations appear 
essential to the auditor’s 
evaluation of accounting policies 
used by the entity, in relation to 
the risk of fraud.  

69 …Therefore, the auditor incorporates an element of 
unpredictability in the section of the nature, extent and 
timing of audit procedures to be performed. 

No - Repeats an existing requirement. 
 

74 While the level of risk of management override of controls 
will vary from entity to entity, the risk is nevertheless 
present in all entities and is a significant risk of material 
misstatement due to fraud. Accordingly, in addition to 
overall responses to address the risks of material 
misstatement due to fraud and responses to address the 
assessed risks of material misstatement due to fraud at the 
assertion level, the auditor performs audit procedures to 
respond to the risk of management override of controls. 

No  
 
 
 
 
 

- Explains basis of existing 
requirements. 
 
 

75 …the auditor also considers whether there are risks of 
management override of controls for which the auditor 
needs to perform procedures other than those specifically 
referred to in these paragraphs. 

Yes 17 Important to the scope of the 
auditor’s responsibilities. 

77 … In designing and performing audit procedures to test 
the appropriateness of journal entries recorded in the 
general ledger and other adjustments made in the 
preparation of the financial statements the auditor: 
(a) Obtains an understanding of the entity’s financial 

reporting process and the controls over journal entries 
and other adjustments; 

(b) Evaluates the design of the controls over journal 
entries and other adjustments and determines whether 
they have been implemented;  

(c) Makes inquiries of individuals involved in the 
financial reporting process about inappropriate or 
unusual activity relating to the processing of journal 
entries and other adjustments. 

(d) Determines the timing of the testing; and 
(e) Identifies and selects journal entries and other 

adjustments for testing. 
 

Yes 16a 
(i) 

Procedure (c) appears to be an 
important step in designing and 
performing tests of journal 
entries and in detecting 
management override of 
controls. 
 
Procedures a), b) are covered in 
effect by extant ISA 315 paras. 
80-88. Procedures d) and e) are 
clearly explanatory. 

78 …For the purposes of identifying and selecting journal 
entries and other adjustments for testing, and determining 

No 
 

- Describes matters for 
consideration in exercising 
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the appropriate method of examining the underlying 
support for the items selected, the auditor considers: 
• The assessment of the risks of material misstatement 

due to fraud … 
• Controls that have been implemented over journal 

entries and other adjustments….  
• The entity’s financial reporting process and the nature 

of evidence that can be obtained… 
• The characteristics of fraudulent journal entries or 

other adjustments…. 
• The nature and complexity of the accounts…. 
• Journal entries or other adjustments processed outside 

the normal course of business…. 
 

 
 
 
 
 
 

judgment. 
 

79 …However, because material misstatements in financial 
statements due to fraud can occur throughout the period 
and may involve extensive efforts to conceal how the 
fraud is accomplished, the auditor considers whether there 
is also a need to test journal entries and other adjustments 
throughout the period. 

Yes 16a 
(ii) 

Important to a high quality audit 
and consistencies of 
performance in tests of journal 
entries. 

80 In reviewing accounting estimates for biases that could 
result in material misstatement due to fraud the auditor: 

(a) Considers whether differences between estimates best 
supported by audit evidence and the estimates included 
in the financial statements, even if they are 
individually, reasonable, indicate a possible bias on the 
part of the entity’s management, in which case the 
auditor reconsiders the estimates taken as a whole; and  

(b) Performs a retrospective review of management 
judgments and assumptions related to significant 
accounting estimates reflected in the financial 
statements of the prior year. The objective of this 
review is to determine whether there is an indication of 
a possible bias on the part of management, and it is not 
intended to call into question the auditor’s professional 
judgments made in the prior year that were based on 
information available at the time. 

 

No - Comparable requirements to be 
established in proposed revised 
ISA 540 (ED). 

81 If the auditor identifies a possible bias on the part of 
management in making accounting estimates, the auditor 
evaluates whether the circumstances producing such a bias 
represent a risk of material misstatement due to fraud.  
 
The auditor considers whether, in making accounting 
estimates, management’s actions appear to understate or 
overstate all provisions or reserves in the same fashion so 
as to be designed either to smooth earnings over two or 
more accounting periods, or to achieve a designated 
earnings level in order to deceive financial statement users 
by influencing their perceptions as to the entity’s 
performance and profitability. 

Yes 
 
 
 
 
 

No 

16b 
 
 
 
 
 
- 

Essential to a high quality audit. 
 
 
 
 
Explanatory in nature re: how 
fraudulent financial reporting 
may be carried out. 

82 The auditor obtains an understanding of the business 
rationale for significant transactions that are outside the 
normal course of business ….  
 
The purpose of obtaining this understanding is to consider 

No 
 
 
 

Yes  

- 
 
 
 

16c 

Repeats an existing requirement. 
 
 
 
Evaluation of the rationale is 
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whether the rationale (or the lack thereof) suggests that the 
transactions may have been entered into to engage in 
fraudulent financial reporting or to conceal 
misappropriation of assets.  
 
In gaining such an understanding the auditor considers: 
• Whether the form of such transactions appears 

overly complex (for example, the transaction 
involves multiple entities within a consolidated 
group or multiple unrelated third parties). 

• Whether management has discussed the nature of 
and accounting for such transactions with those 
charged with governance of the entity, and whether 
there is adequate documentation. 

• Whether management is placing more emphasis on 
the need for a particular accounting treatment than 
on the underlying economics of the transaction. 

• Whether transactions that involve non-consolidated 
related parties, including special purpose entities, 
have been properly reviewed and approved by those 
charged with governance of the entity. 

• Whether the transactions involve previously 
unidentified related parties or parties that do not 
have the substance or the financial strength to 
support the transaction without assistance from the 
entity under audit. 

 

 
 
 
 
 

No 

 
 
 
 
 
- 

essential procedures in assessing 
risks. 
 
 
 
Illustrative in nature. 
 
 

 Evaluation of Audit Evidence    
83 As required by ISA 330, the auditor, based on the audit 

procedures performed and the audit evidence obtained, 
evaluates whether the assessments of the risks of material 
misstatement at the assertion level remain appropriate. 
This evaluation is primarily a qualitative matter based on 
the auditor’s judgment. Such an evaluation may provide 
further insight about the risks of material misstatement due 
to fraud and whether there is a need to perform additional 
or different audit procedures.  
 
As part of this evaluation, the auditor considers whether 
there has been appropriate communication with other 
engagement team members throughout the audit regarding 
information or conditions indicative of risks of material 
misstatement due to fraud. 

No 
 
 
 
 
 
 
 
 
 
 

Yes 

- 
 
 
 
 
 
 
 
 
 
 
- 

Repeats and paraphrases an 
existing requirement. 
 
 
 
 
 
 
 
 
See redrafted ISA 315.9 for 
proposed new requirement. 
 

87 The auditor cannot assume that an instance of fraud is an 
isolated occurrence.   
 
The auditor also considers whether misstatements 
identified may be indicative of a higher risk of material 
misstatement due to fraud at a specific location….   

Yes 
 
 

No 

19 
 
 
- 

Essential to a high quality audit. 
 
 
Explanatory in nature. 

88 If the auditor believes that a misstatement is or may be the 
result of fraud, but the effect of the misstatement is not 
material to the financial statements, the auditor evaluates 
the implications, especially those dealing with the 
organizational position of the individual(s) involved. For 
example, …if the matter involves higher-level 
management….the auditor reevaluates the assessment of 

 
Yes 

 
20 

 
Debatable. It can be viewed as 
explaining the existing 
requirement. However, it may 
make sense to require 
consideration of the impact 
when fraud involves “higher-
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the risks of material misstatement due to fraud and its 
resulting impact on the nature, timing, and extent of audit 
procedures to respond to the assessed risks. The auditor 
also reconsiders the reliability of evidence previously 
obtained since there may be doubts about the completeness 
and truthfulness of representations made and about the 
genuineness of accounting records and documentation. 
The auditor also considers the possibility of collusion 
involving employees, management or third parties when 
reconsidering the reliability of evidence. 

level” management. 

 Communications    
96 …Due to the nature and sensitivity of fraud involving 

senior management…the auditor reports such matters as 
soon as practicable and considers whether it is necessary 
to also report such matters in writing 
 
…If the auditor suspects fraud involving management, the 
auditor communicates these suspicions to those charged 
with governance and also discusses with them the nature, 
timing and extent of audit procedures necessary to 
complete the audit 

No 
 
 
 
 

Yes 

- 
 
 
 
 

25 

Paraphrases extant requirement in 
para. 95 and guidance in ISA 260. 
 
 
 
Clarifies the required action when 
there is a suspicion of fraud. 

97 If the integrity or honesty of management or those charged 
with governance is doubted, the auditor considers seeking 
legal advice to assist in the determination of the 
appropriate course of action 

No - Reflects an existing requirement. 

98 At an early stage in the audit, the auditor reaches an 
understanding with those charged with governance about 
the nature and extent of the auditor’s communications 
regarding fraud that the auditor becomes aware of 
involving employees other than management that does not 
result in a material misstatement 

No - Not essential to the objectives of 
the ISA. 

100 If the auditor identifies a risk of material misstatement of 
the financial statements due to fraud, which management 
has either not controlled, or for which the relevant control 
is inadequate, or if in the auditor’s judgment there is a 
material weakness in management’s risk assessment 
process, the auditor includes such internal control 
deficiencies in the communication of audit matters of 
governance interest. See ISA 260. 

No 
 
 
 

- See redrafted ISA 315.4(c) and 
315.23. 

 Communications to Regulatory or Enforcement 
Authorities 

   

102 The auditor’s professional duty to maintain the 
confidentiality of client information may preclude 
reporting fraud to a party outside the client entity. The 
auditor considers obtaining legal advice to determine the 
appropriate course of action in such circumstances. 

No - Explanatory in nature.  
However, see proposed new 
requirement in redrafted ISA 
240 para. 27 to consider 
reporting responsibilities. 

 Auditor Unable to Continue the Engagement    
106 …. Given the exceptional nature of the circumstances and 

the need to consider the legal requirements, the auditor 
considers seeking legal advice when deciding whether to 
withdraw from an engagement and in determining an 
appropriate course of action, including the possibility of 
reporting to shareholders, regulators or others. 

 
No 

  
Explanatory in nature. 
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Other Statements  
 

 Risk Assessment Procedures    
35 …The nature, extent and frequency of management’s 

assessment are relevant to the auditor’s understanding of 
the entity’s control environment.  

Yes  7a(i) Appears to be an important 
clarification to the requirement 
to inquire of management about 
its assessment of the risks of 
fraud. 

54 …. Analytical procedures include procedures related to 
revenue accounts with the objective of identifying unusual 
or unexpected relationships… 

Yes  8a Appears to be an important 
clarification to the requirement 
to consider the results of 
analytical procedures. 

 Overall Response    
67 The knowledge, skill and ability of the individuals 

assigned significant engagement responsibilities are 
commensurate with the auditor’s assessment of the risks 
of material misstatement due to fraud for the 
engagement…. 

Yes  13a Appears to be an important 
clarification to the requirement 
to consider the assignment of 
personnel. 
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tin
g.

 S
uc

h 
a s

itu
at

io
n 

co
ul

d 
oc

cu
r w

he
n,

 
du

e t
o 

pr
es

su
re

s t
o 

m
ee

t m
ar

ke
t e

xp
ec

ta
tio

ns
 o

r a
 d

es
ire

 to
 m

ax
im

iz
e c

om
pe

ns
at

io
n 

ba
se

d 
on

 p
er

fo
rm

an
ce

, 
m

an
ag

em
en

t 
in

te
nt

io
na

lly
 t

ak
es

 p
os

iti
on

s 
th

at
 l

ea
d 

to
 f

ra
ud

ul
en

t 
fin

an
ci

al
 r

ep
or

tin
g 

by
 m

at
er

ia
lly

 
m

is
st

at
in

g 
th

e 
fin

an
ci

al
 s

ta
te

m
en

ts
. I

n 
so

m
e 

ot
he

r 
en

tit
ie

s, 
m

an
ag

em
en

t m
ay

 b
e 

m
ot

iv
at

ed
 to

 r
ed

uc
e 

ea
rn

in
gs

 b
y 

a 
m

at
er

ia
l a

m
ou

nt
 to

 m
in

im
iz

e 
ta

x 
or

 to
 in

fla
te

 e
ar

ni
ng

s t
o 

se
cu

re
 b

an
k 

fin
an

ci
ng

. 
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M
is

ap
pr

op
ria

tio
n 

of
 a

ss
et

s i
nv

ol
ve

s t
he

 th
ef

t o
f a

n 
en

tit
y’

s a
ss

et
s a

nd
 is

 o
fte

n 
pe

rp
et

ra
te

d 
by

 
em

pl
oy

ee
s i

n 
re

la
tiv

el
y 

sm
al

l a
nd

 im
m

at
er

ia
l a

m
ou

nt
s. 

H
ow

ev
er

, i
t c

an
 a

ls
o 

in
vo

lv
e 

m
an

ag
em

en
t w

ho
 

ar
e 

us
ua

lly
 m

or
e 

ab
le

 to
 d

is
gu

is
e 

or
 c

on
ce

al
 m

is
ap

pr
op

ria
tio

ns
 in

 w
ay

s t
ha

t a
re

 d
iff

ic
ul

t t
o 

de
te

ct
. 

M
is

ap
pr

op
ria

tio
n 

of
 a

ss
et

s c
an

 b
e 

ac
co

m
pl

is
he

d 
in

 a
 v

ar
ie

ty
 o

f w
ay

s i
nc

lu
di

ng
:  

• 
Em

be
zz

lin
g 

re
ce

ip
ts

 (f
or

 e
xa

m
pl

e,
 m

is
ap

pr
op

ria
tin

g 
co

lle
ct

io
ns

 o
n 

ac
co

un
ts

 re
ce

iv
ab

le
 o

r 
di

ve
rti

ng
 re

ce
ip

ts
 in

 re
sp

ec
t o

f w
rit

te
n-

of
f a

cc
ou

nt
s t

o 
pe

rs
on

al
 b

an
k 

ac
co

un
ts

; 

• 
St

ea
lin

g 
ph

ys
ic

al
 a

ss
et

s o
r i

nt
el

le
ct

ua
l p

ro
pe

rty
 (f

or
 e

xa
m

pl
e,

 st
ea

lin
g 

in
ve

nt
or

y 
fo

r p
er

so
na

l u
se

 
or

 fo
r s

al
e,

 st
ea

lin
g 

sc
ra

p 
fo

r r
es

al
e,

 c
ol

lu
di

ng
 w

ith
 a

 c
om

pe
tit

or
 b

y 
di

sc
lo

si
ng

 te
ch

no
lo

gi
ca

l d
at

a 
in

 re
tu

rn
 fo

r p
ay

m
en

t);
  

• 
C

au
si

ng
 a

n 
en

tit
y 

to
 p

ay
 fo

r g
oo

ds
 a

nd
 se

rv
ic

es
 n

ot
 re

ce
iv

ed
 (f

or
 e

xa
m

pl
e,

 p
ay

m
en

ts
 to

 fi
ct

iti
ou

s 
ve

nd
or

s, 
ki

ck
ba

ck
s p

ai
d 

by
 v

en
do

rs
 to

 th
e 

en
tit

y’
s p

ur
ch

as
in

g 
ag

en
ts

 in
 re

tu
rn

 fo
r i

nf
la

tin
g 

pr
ic

es
, 

pa
ym

en
ts

 to
 fi

ct
iti

ou
s e

m
pl

oy
ee

s)
; a

nd
 

• 
U

si
ng

 a
n 

en
tit

y’
s a

ss
et

s f
or

 p
er

so
na

l u
se

 (f
or

 e
xa

m
pl

e,
 u

si
ng

 th
e 

en
tit

y’
s a

ss
et

s a
s c

ol
la

te
ra

l f
or

 a
 

A
8 

 



A
na

ly
si

s o
f I

SA
 2

40
 

IA
AS

B 
M

ai
n 

Ag
en

da
 (S

ep
te

m
be

r 2
00

5)
 P

ag
e 

20
05

·1
82

3 

A
ge

nd
a 

Ite
m

 4
-C

.1
 

Pa
ge

 1
3 

of
 4

2 

pe
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te
d 
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M
is

ap
pr

op
ria

tio
n 

of
 a

ss
et

s i
s o

fte
n 

ac
co

m
pa

ni
ed

 b
y 

fa
ls

e 
or

 m
is

le
ad

in
g 

re
co

rd
s o

r d
oc

um
en

ts
 in

 o
rd

er
 

to
 c

on
ce

al
 th

e 
fa

ct
 th

at
 th

e 
as

se
ts

 a
re

 m
is

si
ng

 o
r h

av
e 

be
en

 p
le

dg
ed

 w
ith

ou
t p

ro
pe

r a
ut

ho
riz

at
io

n.
 

12
. 

Fr
au

d 
in

vo
lv

es
 i

nc
en

tiv
e 

or
 p

re
ss

ur
e 

to
 c

om
m

it 
fr

au
d,

 a
 p

er
ce

iv
ed

 o
pp

or
tu

ni
ty

 t
o 

do
 s

o 
an

d 
so

m
e 

ra
tio

na
liz

at
io

n 
of

 th
e 

ac
t. 

 

In
di

vi
du

al
s m

ay
 h

av
e a

n 
in

ce
nt

iv
e t

o 
m

is
ap

pr
op

ria
te

 as
se

ts
 fo

r e
xa

m
pl

e,
 b

ec
au

se
 th

e i
nd

iv
id

ua
ls

 ar
e l

iv
in

g 
be

yo
nd

 th
ei

r m
ea

ns
.  

Fr
au

du
le

nt
 fi

na
nc

ia
l r

ep
or

tin
g 

m
ay

 b
e 

co
m

m
itt

ed
 b

ec
au

se
 m

an
ag

em
en

t i
s u

nd
er

 p
re

ss
ur

e,
 fr

om
 so

ur
ce

s 
ou

ts
id

e o
r i

ns
id

e t
he

 en
tit

y,
 to

 ac
hi

ev
e a

n 
ex

pe
ct

ed
 (a

nd
 p

er
ha

ps
 u

nr
ea

lis
tic

) e
ar

ni
ng

s t
ar

ge
t –

 p
ar

tic
ul

ar
ly

 
si

nc
e 

th
e 

co
ns

eq
ue

nc
es

 to
 m

an
ag

em
en

t f
or

 fa
ili

ng
 to

 m
ee

t f
in

an
ci

al
 g

oa
ls

 c
an

 b
e 

si
gn

ifi
ca

nt
.  

A
 p

er
ce

iv
ed

 o
pp

or
tu

ni
ty

 fo
r f

ra
ud

ul
en

t f
in

an
ci

al
 re

po
rti

ng
 o

r m
isa

pp
ro

pr
ia

tio
n 

of
 as

se
ts 

m
ay

 ex
ist

 w
he

n 
an

 
in

di
vi

du
al

 b
el

ie
ve

s i
nt

er
na

l c
on

tro
l c

an
 b

e o
ve

rr
id

de
n,

 fo
r e

xa
m

pl
e,

 b
ec

au
se

 th
e i

nd
iv

id
ua

l i
s i

n 
a p

os
iti

on
 

of
 tr

us
t o

r h
as

 k
no

w
le

dg
e o

f s
pe

ci
fic

 w
ea

kn
es

se
s i

n 
in

te
rn

al
 co

nt
ro

l. 
In

di
vi

du
al

s m
ay

 b
e a

bl
e t

o 
ra

tio
na

liz
e 

co
m

m
itt

in
g 

a 
fr

au
du

le
nt

 a
ct

. S
om

e 
in

di
vi

du
al

s p
os

se
ss

 a
n 

at
tit

ud
e,

 c
ha

ra
ct

er
 o

r s
et

 o
f e

th
ic

al
 v

al
ue

s t
ha

t 
al

lo
w

 th
em

 k
no

w
in

gl
y 

an
d 

in
te

nt
io

na
lly

 to
 c

om
m

it 
a 

di
sh

on
es

t a
ct

. H
ow

ev
er

, e
ve

n 
ot

he
rw

is
e 

ho
ne

st
 

in
di

vi
du

al
s c

an
 c

om
m

it 
fr

au
d 

in
 a

n 
en

vi
ro

nm
en

t t
ha

t i
m

po
se

s s
uf

fic
ie

nt
 p

re
ss

ur
e 

on
 th

em
.  

A
2 

 A
8 

      A
2 

   

     B
ro

ad
ly

 re
pe

tit
iv

e 
of

 e
xt

an
t p

ar
a.

 1
0.

 

R
es

po
ns

ib
ili

tie
s o

f T
ho

se
 C

ha
rg

ed
 w

ith
 G

ov
er

na
nc

e 
an

d 
of

 M
an

ag
em

en
t 
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Th
e 

pr
im

ar
y 

re
sp

on
si

bi
lit

y 
fo

r t
he

 p
re

ve
nt

io
n 

an
d 

de
te

ct
io

n 
of

 fr
au

d 
re

st
s w

ith
 b

ot
h 

th
os

e 
ch

ar
ge

d 
w

ith
 

go
ve

rn
an

ce
 o

f t
he

 e
nt

ity
 a

nd
 w

ith
 m

an
ag

em
en

t. 
Th

e 
re

sp
ec

tiv
e 

re
sp

on
si

bi
lit

ie
s 

of
 th

os
e 

ch
ar

ge
d 

w
ith

 
go

ve
rn

an
ce

 a
nd

 o
f m

an
ag

em
en

t m
ay

 v
ar

y 
by

 e
nt

ity
 a

nd
 fr

om
 c

ou
nt

ry
 to

 c
ou

nt
ry

. I
n 

so
m

e 
en

tit
ie

s, 
th

e 
go

ve
rn

an
ce

 s
tru

ct
ur

e 
m

ay
 b

e 
m

or
e 

in
fo

rm
al

 a
s 

th
os

e 
ch

ar
ge

d 
w

ith
 g

ov
er

na
nc

e 
m

ay
 b

e 
th

e 
sa

m
e 

in
di

vi
du

al
s a

s m
an

ag
em

en
t o

f t
he

 e
nt

ity
.  
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It 
is

 im
po

rta
nt

 th
at

 m
an

ag
em

en
t, 

w
ith

 th
e 

ov
er

si
gh

t o
f t

ho
se

 c
ha

rg
ed

 w
ith

 g
ov

er
na

nc
e,

 p
la

ce
 a

 s
tro

ng
 

em
ph

as
is

 o
n 

fr
au

d 
pr

ev
en

tio
n,

 w
hi

ch
 m

ay
 r

ed
uc

e 
op

po
rtu

ni
tie

s 
fo

r 
fr

au
d 

to
 t

ak
e 

pl
ac

e,
 a

nd
 f

ra
ud

 
de

te
rr

en
ce

, w
hi

ch
 c

ou
ld

 p
er

su
ad

e 
in

di
vi

du
al

s n
ot

 to
 c

om
m

it 
fr

au
d 

be
ca

us
e 

of
 th

e 
lik

el
ih

oo
d 

of
 d

et
ec

tio
n 

an
d 

pu
ni

sh
m

en
t. 

Th
is

 in
vo

lv
es

 a 
cu

ltu
re

 o
f h

on
es

ty
 an

d 
et

hi
ca

l b
eh

av
io

r. 
Su

ch
 a 

cu
ltu

re
, b

as
ed

 o
n 

a s
tro

ng
 

se
t 

of
 c

or
e 

va
lu

es
, 

is
 c

om
m

un
ic

at
ed

 a
nd

 d
em

on
st

ra
te

d 
by

 m
an

ag
em

en
t 

an
d 

by
 t

ho
se

 c
ha

rg
ed

 w
ith

 
go

ve
rn

an
ce

 an
d 

pr
ov

id
es

 th
e f

ou
nd

at
io

n 
fo

r e
m

pl
oy

ee
s a

s t
o 

ho
w

 th
e e

nt
ity

 co
nd

uc
ts 

its
 b

us
in

es
s. 

C
re

at
in

g 
a 

cu
ltu

re
 o

f h
on

es
ty

 a
nd

 e
th

ic
al

 b
eh

av
io

r i
nc

lu
de

s s
et

tin
g 

th
e 

pr
op

er
 to

ne
; c

re
at

in
g 

a 
po

si
tiv

e 
w

or
kp

la
ce

 
en

vi
ro

nm
en

t; 
hi

rin
g,

 tr
ai

ni
ng

 a
nd

 p
ro

m
ot

in
g 

ap
pr

op
ria

te
 e

m
pl

oy
ee

s;
 re

qu
iri

ng
 p

er
io

di
c 

co
nf

irm
at

io
n 

by
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te
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tio
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, s
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d 
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au
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. 

It 
is

 th
e 

re
sp

on
si

bi
lit

y 
of

 th
os

e 
ch

ar
ge

d 
w

ith
 g

ov
er

na
nc

e 
of

 th
e 

en
tit

y 
to

 e
ns

ur
e,

 th
ro

ug
h 

ov
er

si
gh

t o
f 

m
an

ag
em

en
t, 

th
at

 th
e 

en
tit

y 
es

ta
bl

is
he

s 
an

d 
m

ai
nt

ai
ns

 in
te

rn
al

 c
on

tro
l t

o 
pr

ov
id

e 
re

as
on

ab
le

 a
ss

ur
an

ce
 

w
ith

 re
ga

rd
 to

 re
lia

bi
lit

y 
of

 fi
na

nc
ia

l r
ep

or
tin

g,
 ef

fe
ct

iv
en

es
s a

nd
 ef

fic
ie

nc
y 

of
 o

pe
ra

tio
ns

 an
d 

co
m

pl
ia

nc
e 

w
ith

 a
pp

lic
ab

le
 l

aw
s 

an
d 

re
gu

la
tio

ns
. A

ct
iv

e 
ov

er
si

gh
t 

by
 t

ho
se

 c
ha

rg
ed

 w
ith

 g
ov

er
na

nc
e 

ca
n 

he
lp

 
re

in
fo

rc
e 

m
an

ag
em

en
t’s

 c
om

m
itm

en
t t

o 
cr

ea
te

 a
 c

ul
tu

re
 o

f h
on

es
ty

 a
nd

 e
th

ic
al

 b
eh

av
io

r. 
In

 e
xe

rc
is

in
g 

ov
er

si
gh

t r
es

po
ns

ib
ili

ty
, t

ho
se

 ch
ar

ge
d 

w
ith

 g
ov

er
na

nc
e c

on
sid

er
 th

e p
ot

en
tia

l f
or

 m
an

ag
em

en
t o

ve
rri

de
 o

f 
co

nt
ro

ls
 o

r 
ot

he
r 

in
ap

pr
op

ria
te

 i
nf

lu
en

ce
 o

ve
r 

th
e 

fin
an

ci
al

 r
ep

or
tin

g 
pr

oc
es

s, 
su

ch
 a

s 
ef

fo
rts

 b
y 

m
an

ag
em

en
t 

to
 m

an
ag

e 
ea

rn
in

gs
 i

n 
or

de
r 

to
 i

nf
lu

en
ce

 t
he

 p
er

ce
pt

io
ns

 o
f 

an
al

ys
ts

 a
s 

to
 t

he
 e

nt
ity

’s
 

pe
rf

or
m

an
ce

 a
nd

 p
ro

fit
ab

ili
ty

. 
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N

ot
e:

 F
irs

t p
ar

t o
f f

irs
t s

en
te

nc
e 

ha
s b

ee
n 

re
dr

af
te

d 
sl

ig
ht

ly
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It 
is

 th
e r

es
po

ns
ib

ili
ty

 o
f m

an
ag

em
en

t, 
w

ith
 o

ve
rs

ig
ht

 fr
om

 th
os

e c
ha

rg
ed

 w
ith

 g
ov

er
na

nc
e,

 to
 es

ta
bl

is
h 

a 
co

nt
ro

l e
nv

iro
nm

en
t a

nd
 m

ai
nt

ai
n 

po
lic

ie
s a

nd
 p

ro
ce

du
re

s t
o 

as
si

st
 in

 ac
hi

ev
in

g 
th

e o
bj

ec
tiv

e o
f e

ns
ur

in
g,

 
as

 fa
r a

s p
os

si
bl

e,
 th

e 
or

de
rly

 a
nd

 e
ff

ic
ie

nt
 c

on
du

ct
 o

f t
he

 e
nt

ity
’s

 b
us

in
es

s. 
Th

is
 re

sp
on

si
bi

lit
y 

in
cl

ud
es

 
es

ta
bl

is
hi

ng
 an

d 
m

ai
nt

ai
ni

ng
 co

nt
ro

ls
 p

er
ta

in
in

g 
to

 th
e e

nt
ity

’s
 o

bj
ec

tiv
e o

f p
re

pa
rin

g 
fin

an
ci

al
 st

at
em

en
ts 

th
at

 g
iv

e 
a 

tru
e 

an
d 

fa
ir 

vi
ew

 (
or

 a
re

 p
re

se
nt

ed
 f

ai
rly

 in
 a

ll 
m

at
er

ia
l r

es
pe

ct
s)

 in
 a

cc
or

da
nc

e 
w

ith
 th

e 
ap

pl
ic

ab
le

 fi
na

nc
ia

l r
ep

or
tin

g 
fr

am
ew

or
k 

an
d 

m
an

ag
in

g 
ris

ks
 th

at
 m

ay
 g

iv
e r

ise
 to

 m
at

er
ia

l m
iss

ta
te

m
en

ts 
in

 th
os

e 
fin

an
ci

al
 s

ta
te

m
en

ts
. S

uc
h 

co
nt

ro
ls

 re
du

ce
 b

ut
 d

o 
no

t e
lim

in
at

e 
th

e 
ris

ks
 o

f 
m

is
st

at
em

en
t. 

In
 

de
te

rm
in

in
g 

w
hi

ch
 co

nt
ro

ls
 to

 im
pl

em
en

t t
o 

pr
ev

en
t a

nd
 d

et
ec

t f
ra

ud
, m

an
ag

em
en

t c
on

sid
er

s t
he

 ri
sk

s t
ha

t 
th

e 
fin

an
ci

al
 s

ta
te

m
en

ts
 m

ay
 b

e 
m

at
er

ia
lly

 m
is

st
at

ed
 a

s 
a 

re
su

lt 
of

 fr
au

d.
 A

s 
pa

rt 
of

 th
is

 c
on

si
de

ra
tio

n,
 

m
an

ag
em

en
t m

ay
 c

on
cl

ud
e 

th
at

 it
 is

 n
ot

 c
os

t e
ff

ec
tiv

e 
to

 im
pl

em
en

t a
nd

 m
ai

nt
ai

n 
a 

pa
rti

cu
la

r c
on

tro
l i

n 
re

la
tio

n 
to

 th
e 

re
du

ct
io

n 
in

 th
e 

ris
ks

 o
f m

at
er

ia
l m

is
st

at
em

en
t d

ue
 to

 fr
au

d 
to

 b
e 

ac
hi

ev
ed

.  

A
12

 
N

ot
e:

 F
irs

t p
ar

t o
f f

irs
t s

en
te

nc
e 

ha
s b

ee
n 

re
dr

af
te

d 
sl

ig
ht

ly
. 

 R
ep

et
iti

ve
 o

f I
SA

 2
00

, 3
15

 a
nd

 7
00

. 

In
he

re
nt

 L
im

ita
tio

ns
 o

f a
n 

A
ud

it 
in

 th
e 

C
on

te
xt

 o
f F

ra
ud

 
 

 

17
. 

A
s d

es
cr

ib
ed

 in
 IS

A
 2

00
, “

O
bj

ec
tiv

e a
nd

 G
en

er
al

 P
rin

ci
pl

es
 G

ov
er

ni
ng

 an
 A

ud
it 

of
 F

in
an

ci
al

 S
ta

te
m

en
ts,

” 
th

e o
bj

ec
tiv

e o
f a

n 
au

di
t o

f f
in

an
ci

al
 st

at
em

en
ts

 is
 to

 en
ab

le
 th

e a
ud

ito
r t

o 
ex

pr
es

s a
n 

op
in

io
n 

w
he

th
er

 th
e 

fin
an

ci
al

 s
ta

te
m

en
ts

 a
re

 p
re

pa
re

d,
 in

 a
ll 

m
at

er
ia

l r
es

pe
ct

s, 
in

 a
cc

or
da

nc
e 

w
ith

 a
n 

ap
pl

ic
ab

le
 f

in
an

ci
al

 
re

po
rti

ng
 fr

am
ew

or
k.

  

O
w

in
g 

to
 th

e i
nh

er
en

t l
im

ita
tio

ns
 o

f a
n 

au
di

t, 
th

er
e i

s a
n 

un
av

oi
da

bl
e r

isk
 th

at
 so

m
e m

at
er

ia
l m

iss
ta

te
m

en
ts 

of
 th

e f
in

an
ci

al
 st

at
em

en
ts

 w
ill

 n
ot

 b
e d

et
ec

te
d,

 ev
en

 th
ou

gh
 th

e a
ud

it 
is 

pr
op

er
ly

 p
la

nn
ed

 an
d 

pe
rfo

rm
ed

 in
 

ac
co

rd
an

ce
 w

ith
 IS

A
s. 

A
13

 
      N
ot

e:
 T

o 
be

 p
la

ce
d 

al
so

 in
 re

dr
af

te
d 

IS
A

 2
00

.  
 



A
na

ly
si

s o
f I

SA
 2

40
 

IA
AS

B 
M

ai
n 

Ag
en

da
 (S

ep
te

m
be

r 2
00

5)
 P

ag
e 

20
05

·1
82

5 

A
ge

nd
a 

Ite
m

 4
-C

.1
 

Pa
ge

 1
5 

of
 4

2 

18
. 

Th
e 

ris
k 

of
 n

ot
 d

et
ec

tin
g 

a 
m

at
er

ia
l m

is
st

at
em

en
t r

es
ul

tin
g 

fr
om

 f
ra

ud
 is

 h
ig

he
r 

th
an

 th
e 

ris
k 

of
 n

ot
 

de
te

ct
in

g 
a 

m
at

er
ia

l 
m

is
st

at
em

en
t 

re
su

lti
ng

 f
ro

m
 e

rr
or

 b
ec

au
se

 f
ra

ud
 m

ay
 i

nv
ol

ve
 s

op
hi

st
ic

at
ed

 a
nd

 
ca

re
fu

lly
 o

rg
an

iz
ed

 s
ch

em
es

 d
es

ig
ne

d 
to

 c
on

ce
al

 i
t, 

su
ch

 a
s 

fo
rg

er
y,

 d
el

ib
er

at
e 

fa
ilu

re
 t

o 
re

co
rd

 
tra

ns
ac

tio
ns

, o
r i

nt
en

tio
na

l m
is

re
pr

es
en

ta
tio

ns
 b

ei
ng

 m
ad

e 
to

 th
e 

au
di

to
r. 

Su
ch

 a
tte

m
pt

s a
t c

on
ce

al
m

en
t 

m
ay

 b
e e

ve
n 

m
or

e d
iff

ic
ul

t t
o 

de
te

ct
 w

he
n 

ac
co

m
pa

ni
ed

 b
y 

co
llu

si
on

. C
ol

lu
si

on
 m

ay
 ca

us
e t

he
 au

di
to

r t
o 

be
lie

ve
 th

at
 a

ud
it 

ev
id

en
ce

 is
 p

er
su

as
iv

e 
w

he
n 

it 
is

, i
n 

fa
ct

, f
al

se
. T

he
 a

ud
ito

r’
s a

bi
lit

y 
to

 d
et

ec
t a

 fr
au

d 
de

pe
nd

s o
n 

fa
ct

or
s s

uc
h 

as
 th

e s
ki

llf
ul

ne
ss

 o
f t

he
 p

er
pe

tra
to

r, 
th

e f
re

qu
en

cy
 an

d 
ex

te
nt

 o
f m

an
ip

ul
at

io
n,

 th
e 

de
gr

ee
 o

f c
ol

lu
si

on
 in

vo
lv

ed
, t

he
 re

la
tiv

e 
si

ze
 o

f i
nd

iv
id

ua
l a

m
ou

nt
s 

m
an

ip
ul

at
ed

, a
nd

 th
e 

se
ni

or
ity

 o
f 

th
os

e i
nd

iv
id

ua
ls

 in
vo

lv
ed

. W
hi

le
 th

e a
ud

ito
r m

ay
 b

e a
bl

e t
o 

id
en

tif
y 

po
te

nt
ia

l o
pp

or
tu

ni
tie

s f
or

 fr
au

d 
to

 b
e 

pe
rp

et
ra

te
d,

 it
 is

 d
iff

ic
ul

t f
or

 th
e 

au
di

to
r t

o 
de

te
rm

in
e 

w
he

th
er

 m
is

st
at

em
en

ts
 in

 ju
dg

m
en

t a
re

as
 su

ch
 a

s 
ac

co
un

tin
g 

es
tim

at
es

 a
re

 c
au

se
d 

by
 fr

au
d 

or
 e

rr
or

. 

A
14

 
N

ot
e:

 T
o 

be
 p

la
ce

d 
al

so
 in

 re
dr

af
te

d 
IS

A
 2

00
. 

    

19
. 

Fu
rth

er
m

or
e,

 th
e 

ris
k 

of
 th

e 
au

di
to

r n
ot

 d
et

ec
tin

g 
a 

m
at

er
ia

l m
is

st
at

em
en

t r
es

ul
tin

g 
fr

om
 m

an
ag

em
en

t 
fr

au
d 

is
 g

re
at

er
 th

an
 fo

r e
m

pl
oy

ee
 fr

au
d,

 b
ec

au
se

 m
an

ag
em

en
t i

s 
fr

eq
ue

nt
ly

 in
 a

 p
os

iti
on

 to
 d

ire
ct

ly
 o

r 
in

di
re

ct
ly

 m
an

ip
ul

at
e 

ac
co

un
tin

g 
re

co
rd

s a
nd

 p
re

se
nt

 fr
au

du
le

nt
 fi

na
nc

ia
l i

nf
or

m
at

io
n.

 C
er

ta
in

 le
ve

ls
 o

f 
m

an
ag

em
en

t m
ay

 b
e 

in
 a

 p
os

iti
on

 to
 o

ve
rr

id
e 

co
nt

ro
l p

ro
ce

du
re

s 
de

si
gn

ed
 to

 p
re

ve
nt

 s
im

ila
r f

ra
ud

s 
by

 
ot

he
r e

m
pl

oy
ee

s, 
fo

r e
xa

m
pl

e,
 b

y 
di

re
ct

in
g 

su
bo

rd
in

at
es

 to
 re

co
rd

 tr
an

sa
ct

io
ns

 in
co

rr
ec

tly
 o

r t
o 

co
nc

ea
l 

th
em

. 
G

iv
en

 i
ts

 p
os

iti
on

 o
f 

au
th

or
ity

 w
ith

in
 a

n 
en

tit
y,

 m
an

ag
em

en
t 

ha
s 

th
e 

ab
ili

ty
 t

o 
ei

th
er

 d
ire

ct
 

em
pl

oy
ee

s 
to

 d
o 

so
m

et
hi

ng
 o

r 
so

lic
it 

th
ei

r 
he

lp
 to

 a
ss

is
t i

n 
ca

rr
yi

ng
 o

ut
 a

 f
ra

ud
, w

ith
 o

r 
w

ith
ou

t t
he

 
em

pl
oy

ee
s’

 k
no

w
le

dg
e.

 

A
15

 
N

ot
e:

 T
o 

be
 p

la
ce

d 
al

so
 in

 re
dr

af
te

d 
IS

A
 2

00
. 

20
. 

Th
e s

ub
se

qu
en

t d
is

co
ve

ry
 o

f a
 m

at
er

ia
l m

is
st

at
em

en
t o

f t
he

 fi
na

nc
ia

l s
ta

te
m

en
ts 

re
su

lti
ng

 fr
om

 fr
au

d 
do

es
 

no
t, 

in
 an

d 
of

 it
se

lf,
 in

di
ca

te
 a 

fa
ilu

re
 to

 co
m

pl
y 

w
ith

 IS
A

s. 
Th

is
 is

 p
ar

tic
ul

ar
ly

 th
e c

as
e f

or
 ce

rta
in

 k
in

ds
 o

f 
in

te
nt

io
na

l 
m

is
st

at
em

en
ts

, 
si

nc
e 

au
di

t 
pr

oc
ed

ur
es

 m
ay

 b
e 

in
ef

fe
ct

iv
e 

fo
r 

de
te

ct
in

g 
an

 i
nt

en
tio

na
l 

m
is

st
at

em
en

t t
ha

t i
s 

co
nc

ea
le

d 
th

ro
ug

h 
co

llu
si

on
 b

et
w

ee
n 

or
 a

m
on

g 
on

e 
or

 m
or

e 
in

di
vi

du
al

s 
am

on
g 

m
an

ag
em

en
t, 

th
os

e 
ch

ar
ge

d 
w

ith
 g

ov
er

na
nc

e,
 e

m
pl

oy
ee

s, 
or

 t
hi

rd
 p

ar
tie

s, 
or

 t
ha

t 
in

vo
lv

es
 f

al
si

fie
d 

do
cu

m
en

ta
tio

n.
 W

he
th

er
 th

e a
ud

ito
r h

as
 p

er
fo

rm
ed

 an
 au

di
t i

n 
ac

co
rd

an
ce

 w
ith

 IS
A

s i
s d

et
er

m
in

ed
 b

y 
th

e 
au

di
t p

ro
ce

du
re

s p
er

fo
rm

ed
 in

 th
e c

irc
um

st
an

ce
s, 

th
e s

uf
fic

ie
nc

y 
an

d 
ap

pr
op

ria
te

ne
ss

 o
f t

he
 au

di
t e

vi
de

nc
e 

ob
ta

in
ed

 a
s 

a 
re

su
lt 

th
er

eo
f 

an
d 

th
e 

su
ita

bi
lit

y 
of

 th
e 

au
di

to
r’

s 
re

po
rt 

ba
se

d 
on

 a
n 

ev
al

ua
tio

n 
of

 th
at

 
ev

id
en

ce
. 

A
16

 
N

ot
e:

 T
o 

be
 p

la
ce

d 
al

so
 in

 re
dr

af
te

d 
IS

A
 2

00
. 

R
es

po
ns

ib
ili

tie
s o

f t
he

 A
ud

ito
r 

fo
r 

D
et

ec
tin

g 
M

at
er

ia
l M

is
st

at
em

en
t d

ue
 to

 F
ra

ud
 

 
 

21
. 

A
n 

au
di

to
r c

on
du

ct
in

g 
an

 a
ud

it 
in

 a
cc

or
da

nc
e 

w
ith

 IS
A

s o
bt

ai
ns

 re
as

on
ab

le
 a

ss
ur

an
ce

 th
at

 th
e 

fin
an

ci
al

 
st

at
em

en
ts

 ta
ke

n 
as

 a
 w

ho
le

 a
re

 fr
ee

 fr
om

 m
at

er
ia

l m
is

st
at

em
en

t, 
w

he
th

er
 c

au
se

d 
by

 fr
au

d 
or

 e
rr

or
. A

n 
au

di
to

r c
an

no
t o

bt
ai

n 
ab

so
lu

te
 a

ss
ur

an
ce

 th
at

 m
at

er
ia

l m
is

st
at

em
en

ts
 in

 th
e 

fin
an

ci
al

 st
at

em
en

ts
 w

ill
 b

e 

A
17

 
 



A
na

ly
si

s o
f I

SA
 2

40
 

IA
AS

B 
M

ai
n 

Ag
en

da
 (S

ep
te

m
be

r 2
00

5)
 P

ag
e 

20
05

·1
82

6 

A
ge

nd
a 

Ite
m

 4
-C

.1
 

Pa
ge

 1
6 

of
 4

2 

de
te

ct
ed

 b
ec

au
se

 o
f s

uc
h 

fa
ct

or
s 

as
 th

e 
us

e 
of

 ju
dg

m
en

t, 
th

e 
us

e 
of

 te
st

in
g,

 th
e 

in
he

re
nt

 li
m

ita
tio

ns
 o

f 
in

te
rn

al
 c

on
tro

l a
nd

 th
e 

fa
ct

 th
at

 m
uc

h 
of

 th
e 

au
di

t e
vi

de
nc

e 
av

ai
la

bl
e 

to
 th

e 
au

di
to

r i
s p

er
su

as
iv

e 
ra

th
er

 
th

an
 c

on
cl

us
iv

e 
in

 n
at

ur
e.

 

22
. 

W
he

n 
ob

ta
in

in
g 

re
as

on
ab

le
 a

ss
ur

an
ce

, 
an

 a
ud

ito
r 

m
ai

nt
ai

ns
 a

n 
at

tit
ud

e 
of

 p
ro

fe
ss

io
na

l 
sk

ep
tic

is
m

 
th

ro
ug

ho
ut

 th
e a

ud
it,

 co
ns

id
er

s t
he

 p
ot

en
tia

l f
or

 m
an

ag
em

en
t o

ve
rr

id
e o

f c
on

tro
ls

 an
d 

re
co

gn
iz

es
 th

e f
ac

t 
th

at
 a

ud
it 

pr
oc

ed
ur

es
 th

at
 a

re
 e

ff
ec

tiv
e 

fo
r d

et
ec

tin
g 

er
ro

r m
ay

 n
ot

 b
e 

ap
pr

op
ria

te
 in

 th
e 

co
nt

ex
t o

f a
n 

id
en

tif
ie

d 
ris

k 
of

 m
at

er
ia

l m
is

st
at

em
en

t d
ue

 to
 fr

au
d.

  

Th
e 

re
m

ai
nd

er
 o

f t
hi

s I
SA

 p
ro

vi
de

s a
dd

iti
on

al
 g

ui
da

nc
e 

on
 c

on
si

de
rin

g 
th

e 
ris

ks
 o

f f
ra

ud
 in

 a
n 

au
di

t a
nd

 
de

si
gn

in
g 

pr
oc

ed
ur

es
 to

 d
et

ec
t m

at
er

ia
l m

is
st

at
em

en
ts

 d
ue

 to
 fr

au
d.

 

A
18

 
      U

nn
ec

es
sa

ry
 a

s a
 re

su
lt 

of
 re

dr
af

tin
g.

 
 

Pr
of

es
si

on
al

 S
ke

pt
ic

is
m

 
 

 

23
.   

 A
s r

eq
ui

re
d 

by
 IS

A
 2

00
, “

O
bj

ec
tiv

es
 an

d 
G

en
er

al
 P

rin
ci

pl
es

 G
ov

er
ni

ng
 an

 A
ud

it 
of

 F
in

an
ci

al
 S

ta
te

m
en

ts,
” 

th
e 

au
di

to
r 

pl
an

s 
an

d 
pe

rf
or

m
s 

an
 a

ud
it 

w
ith

 a
n 

at
tit

ud
e 

of
 p

ro
fe

ss
io

na
l s

ke
pt

ic
is

m
 r

ec
og

ni
zi

ng
 th

at
 

ci
rc

um
st

an
ce

s 
m

ay
 e

xi
st

 t
ha

t 
ca

us
e 

th
e 

fin
an

ci
al

 s
ta

te
m

en
ts

 t
o 

be
 m

at
er

ia
lly

 m
is

st
at

ed
. 

D
ue

 t
o 

th
e 

ch
ar

ac
te

ris
tic

s 
of

 fr
au

d,
 th

e 
au

di
to

r’
s 

at
tit

ud
e 

of
 p

ro
fe

ss
io

na
l s

ke
pt

ic
is

m
 is

 p
ar

tic
ul

ar
ly

 im
po

rta
nt

 w
he

n 
co

ns
id

er
in

g 
th

e 
ris

ks
 o

f m
at

er
ia

l m
is

st
at

em
en

t d
ue

 to
 fr

au
d.

  

Pr
of

es
si

on
al

 sk
ep

tic
is

m
 is

 a
n 

at
tit

ud
e 

th
at

 in
cl

ud
es

 a
 q

ue
st

io
ni

ng
 m

in
d 

an
d 

a 
cr

iti
ca

l a
ss

es
sm

en
t o

f a
ud

it 
ev

id
en

ce
. P

ro
fe

ss
io

na
l s

ke
pt

ic
is

m
 re

qu
ire

s a
n 

on
go

in
g 

qu
es

tio
ni

ng
 o

f w
he

th
er

 th
e 

in
fo

rm
at

io
n 

an
d 

au
di

t 
ev

id
en

ce
 o

bt
ai

ne
d 

su
gg

es
ts

 th
at

 a
 m

at
er

ia
l m

is
st

at
em

en
t d

ue
 to

 fr
au

d 
m

ay
 e

xi
st

. 

6      A
19

 
  

 U
nn

ec
es

sa
ry

 re
pe

tit
io

n 
      

24
.   

  T
he

 a
ud

ito
r s

ho
ul

d 
m

ai
nt

ai
n 

an
 a

tti
tu

de
 o

f p
ro

fe
ss

io
na

l s
ke

pt
ic

ism
 th

ro
ug

ho
ut

 th
e a

ud
it,

 re
co

gn
iz

in
g 

th
e p

os
si

bi
lit

y 
th

at
 a

 m
at

er
ia

l m
is

st
at

em
en

t d
ue

 to
 fr

au
d 

co
ul

d 
ex

is
t, 

no
tw

ith
st

an
di

ng
 th

e a
ud

ito
r’

s 
pa

st
 e

xp
er

ie
nc

e 
w

ith
 th

e 
en

tit
y 

ab
ou

t t
he

 h
on

es
ty

 a
nd

 in
te

gr
ity

 o
f m

an
ag

em
en

t a
nd

 th
os

e 
ch

ar
ge

d 
w

ith
 g

ov
er

na
nc

e.
  

6 
 

25
. 

 A
s 

di
sc

us
se

d 
in

 I
SA

 3
15

, “
U

nd
er

st
an

di
ng

 th
e 

En
tit

y 
an

d 
Its

 E
nv

iro
nm

en
t a

nd
 A

ss
es

si
ng

 th
e 

R
is

ks
 o

f 
M

at
er

ia
l M

is
st

at
em

en
t”

 th
e a

ud
ito

r’
s p

re
vi

ou
s e

xp
er

ie
nc

e w
ith

 th
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 o
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r c
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 d
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e c
ha

rg
ed

 w
ith

 g
ov

er
na

nc
e,

 th
e m

ai
nt

en
an

ce
 o

f 
an

 a
tti

tu
de

 o
f p
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 c
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r e
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s p
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l s
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 b
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e c
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f p
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t p
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 d
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 b
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at
io

n.
  

Fu
rth

er
m

or
e,

 a
n 

au
di

to
r 

m
ay

 n
ot

 d
is

co
ve

r 
th

e 
ex

is
te

nc
e 

of
 a

 m
od

ifi
ca

tio
n 

to
 th
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 p
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 d
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re
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, f
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 d
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at
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T
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 en
ga
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t p
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 b
e c
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m
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em
be

rs
 o

f t
he

 
en

ga
ge

m
en

t t
ea

m
 n
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 b
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 m
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m
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lv
ed

 in
 au
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m
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e d
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Th
e 
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io
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 m
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d 
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 b
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e 
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m
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ea
m

 
m
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e 
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 m
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e 
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e 
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 m
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 b
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s f
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 b
e 
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t d
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 c
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 m
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 c
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 c
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en
t d

ue
 to

 fr
au

d 
is 

an
 

im
po

rta
nt

 p
ar

t o
f t

he
 au

di
t. 

It 
en

ab
le

s t
he

 au
di

to
r t

o 
co

ns
id

er
 an

 ap
pr

op
ria

te
 re

sp
on

se
 to

 th
e s

us
ce

pt
ib

ili
ty

 
of

 th
e e

nt
ity

’s
 fi

na
nc

ia
l s

ta
te

m
en

ts
 to

 m
at

er
ia

l m
is

st
at

em
en

t d
ue

 to
 fr

au
d 

an
d 

to
 d

et
er

m
in

e w
hi

ch
 m

em
be

rs
 

of
 th

e e
ng

ag
em

en
t t

ea
m

 w
ill

 co
nd

uc
t c

er
ta

in
 au

di
t p

ro
ce

du
re

s. 
It 

al
so

 p
er

m
its

 th
e a

ud
ito

r t
o 

de
te

rm
in

e h
ow

 
th

e 
re

su
lts

 o
f 

au
di

t p
ro

ce
du

re
s 

w
ill

 b
e 

sh
ar

ed
 a

m
on

g 
th

e 
en

ga
ge

m
en

t t
ea

m
 a

nd
 h

ow
 to

 d
ea

l w
ith

 a
ny

 
al

le
ga

tio
ns

 o
f f

ra
ud

 th
at

 m
ay

 c
om

e 
to

 th
e 

au
di

to
r’

s a
tte

nt
io

n.
  

M
an

y 
sm

al
l a

ud
its

 ar
e c

ar
rie

d 
ou

t e
nt

ire
ly

 b
y 

th
e e

ng
ag

em
en

t p
ar

tn
er

 (w
ho

 m
ay

 b
e a

 so
le

 p
ra

ct
iti

on
er

). 
In

 
su

ch
 si

tu
at

io
ns

, t
he

 en
ga

ge
m

en
t p

ar
tn

er
, h

av
in

g 
pe

rs
on

al
ly

 co
nd

uc
te

d 
th

e p
la

nn
in

g 
of

 th
e a

ud
it,

 co
ns

id
er

s 
th

e 
su

sc
ep

tib
ili

ty
 o

f t
he

 e
nt

ity
’s

 fi
na

nc
ia

l s
ta

te
m

en
ts

 to
 m

at
er

ia
l m

is
st

at
em

en
t d

ue
 to

 fr
au

d.
 

A
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       M

ov
ed
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dr
af

te
d 
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A
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. 

It 
is

 im
po

rta
nt

 th
at

 af
te

r t
he

 in
iti

al
 d

is
cu

ss
io

n 
w

hi
le

 p
la

nn
in

g 
th

e a
ud

it,
 an

d 
al

so
 at

 in
te

rv
al

s t
hr

ou
gh

ou
t t

he
 

au
di

t, 
en

ga
ge

m
en

t t
ea

m
 m

em
be

rs
 co

nt
in

ue
 to

 co
m

m
un

ic
at

e a
nd

 sh
ar

e i
nf

or
m

at
io

n 
ob

ta
in

ed
 th

at
 m

ay
 af

fe
ct

 
th

e a
ss

es
sm

en
t o

f r
is

ks
 o

f m
at

er
ia

l m
is

st
at

em
en

t d
ue

 to
 fr

au
d 

or
 th

e a
ud

it 
pr

oc
ed

ur
es

 p
er

fo
rm

ed
 to

 ad
dr

es
s 

th
es

e r
is

ks
. F

or
 ex

am
pl

e,
 fo

r s
om

e e
nt

iti
es

 it
 m

ay
 b

e a
pp

ro
pr

ia
te

 to
 u

pd
at

e t
he

 d
is

cu
ss

io
n 

w
he

n 
re

vi
ew

in
g 

th
e 

en
tit

y’
s i

nt
er

im
 fi

na
nc

ia
l i

nf
or

m
at

io
n.

 

 
M

ov
ed

 to
 re

dr
af

te
d 

IS
A

 3
15

. 

R
is

k 
A

ss
es

sm
en

t P
ro

ce
du

re
s 
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. 

A
s r

eq
ui

re
d 

by
 IS

A
 3

15
, “

U
nd

er
st

an
di

ng
 th

e 
En

tit
y 

an
d 

its
 E

nv
iro

nm
en

t a
nd

 A
ss

es
si

ng
 th

e 
R

is
ks

 o
f 

M
at

er
ia

l M
is

st
at

em
en

t”
, t

o 
ob

ta
in

 a
n 

un
de

rs
ta

nd
in

g 
of

 th
e 

en
tit

y 
an

d 
its

 e
nv

iro
nm

en
t, 

in
cl

ud
in

g 
its

 
in

te
rn

al
 c

on
tro

l, 
th

e 
au

di
to

r p
er

fo
rm

s r
is

k 
as

se
ss

m
en

t p
ro

ce
du

re
s. 

A
s p

ar
t o

f t
hi

s w
or

k 
th

e 
au

di
to

r 
pe

rf
or

m
s t

he
 fo

llo
w

in
g 

pr
oc

ed
ur

es
 to

 o
bt

ai
n 

in
fo

rm
at

io
n 

th
at

 is
 u

se
d 

to
 id

en
tif

y 
th

e 
ris

ks
 o

f m
at

er
ia

l 
m

is
st

at
em

en
t d

ue
 to

 fr
au

d:
 

(a
) 

m
ak

es
 in

qu
iri

es
 o

f m
an

ag
em

en
t, 

of
 th

os
e 

ch
ar

ge
d 

w
ith

 g
ov

er
na

nc
e,

 a
nd

 o
f o

th
er

s w
ith

in
 th

e 
en

tit
y 

as
 a

pp
ro

pr
ia

te
 a

nd
 o

bt
ai

ns
 a

n 
un

de
rs

ta
nd

in
g 

of
 h

ow
 th

os
e 

ch
ar

ge
d 

w
ith

 g
ov

er
na

nc
e 

ex
er

ci
se

 o
ve

rs
ig

ht
 o

f m
an

ag
em

en
t’s

 p
ro

ce
ss

es
 fo

r i
de

nt
ify

in
g 

an
d 

re
sp

on
di

ng
 to

 th
e 

ris
ks

 o
f 

 
O

ve
rv

ie
w

 n
o 

lo
ng

er
 n

ec
es

sa
ry

 a
s a

 re
su

lt 
of

 
re

dr
af

tin
g.
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Pa
ge

 2
0 

of
 4

2 

fr
au

d 
an

d 
th

e 
in

te
rn

al
 c

on
tro

l t
ha

t m
an

ag
em

en
t h

as
 e

st
ab

lis
he

d 
to

 m
iti

ga
te

 th
es

e 
ris

ks
; 

(b
) 

co
ns

id
er

s w
he

th
er

 o
ne

 o
r m

or
e 

fr
au

d 
ris

k 
fa

ct
or

s a
re

 p
re

se
nt

;  

(c
) 

co
ns

id
er

s a
ny

 u
nu

su
al

 o
r u

ne
xp

ec
te

d 
re

la
tio

ns
hi

ps
 th

at
 h

av
e 

be
en

 id
en

tif
ie

d 
in

 p
er

fo
rm

in
g 

an
al

yt
ic

al
 p

ro
ce

du
re

s;
 a

nd
 

(d
) 

co
ns

id
er

s o
th

er
 in

fo
rm

at
io

n 
th

at
 m

ay
 b

e 
he

lp
fu

l i
n 

id
en

tif
yi

ng
 th

e 
ris

ks
 o

f m
at

er
ia

l m
is

st
at

em
en

t 
du

e 
to

 fr
au

d.
 

In
qu

ir
ie

s a
nd

 O
bt

ai
ni

ng
 a

n 
U

nd
er

st
an

di
ng

 o
f O

ve
rs

ig
ht

 E
xe

rc
is

ed
 b

y 
T

ho
se

 C
ha

rg
ed

 W
ith

 G
ov

er
na

nc
e 
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W
he

n 
ob

ta
in

in
g 

an
 u

nd
er

st
an

di
ng

 o
f t

he
 e

nt
ity

 a
nd

 it
s e

nv
ir

on
m

en
t, 

in
cl

ud
in

g 
its

 in
te

rn
al

 
co

nt
ro

l, 
th

e 
au

di
to

r 
sh

ou
ld

 m
ak

e 
in

qu
ir

ie
s o

f m
an

ag
em

en
t r

eg
ar

di
ng

: 

(a
) 

M
an

ag
em

en
t’

s a
ss

es
sm

en
t o

f t
he

 r
is

k 
th

at
 th

e 
fin

an
ci

al
 st

at
em

en
ts

 m
ay

 b
e 

m
at

er
ia

lly
 

m
is

st
at

ed
 d

ue
 to

 fr
au

d;
  

(b
) 

M
an

ag
em

en
t’

s p
ro

ce
ss

 fo
r 

id
en

tif
yi

ng
 a

nd
 r

es
po

nd
in

g 
to

 th
e 

ri
sk

s o
f f

ra
ud

 in
 th

e 
en

tit
y,

 
in

cl
ud

in
g 

an
y 

sp
ec

ifi
c 

ri
sk

s o
f f

ra
ud

 th
at

 m
an

ag
em

en
t h

as
 id

en
tif

ie
d 

or
 a

cc
ou

nt
 b

al
an

ce
s, 

cl
as

se
s o

f t
ra

ns
ac

tio
ns

 o
r 

di
sc

lo
su

re
s f

or
 w

hi
ch

 a
 r

is
k 

of
 fr

au
d 

is
 li

ke
ly

 to
 e

xi
st

; 

(c
) 

M
an

ag
em

en
t’

s c
om

m
un

ic
at

io
n,

 if
 a

ny
, t

o 
th

os
e 

ch
ar

ge
d 

w
ith

 g
ov

er
na

nc
e 

re
ga

rd
in

g 
its

 
pr

oc
es

se
s f

or
 id

en
tif

yi
ng

 a
nd

 r
es

po
nd

in
g 

to
 th

e 
ri

sk
s o

f f
ra

ud
 in

 th
e 

en
tit

y;
 a

nd
 

(d
) 

M
an

ag
em

en
t’

s c
om

m
un

ic
at

io
n,

 if
 a

ny
, t

o 
em

pl
oy

ee
s r

eg
ar

di
ng

 it
s v

ie
w

s o
n 

bu
si

ne
ss

 
pr

ac
tic

es
 a

nd
 e

th
ic

al
 b

eh
av

io
r.

 

7a
 

N
ot

e:
 L

ea
d-

in
 to

 th
e 

pa
ra

gr
ap

h 
ha

s b
ee

n 
re

dr
af

te
d.
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A
s 

m
an

ag
em

en
t i

s 
re

sp
on

si
bl

e 
fo

r t
he

 e
nt

ity
’s

 in
te

rn
al

 c
on

tro
l a

nd
 fo

r t
he

 p
re

pa
ra

tio
n 

of
 th

e 
fin

an
ci

al
 

st
at

em
en

ts,
 it

 is
 ap

pr
op

ria
te

 fo
r t

he
 au

di
to

r t
o 

m
ak

e i
nq

ui
rie

s o
f m

an
ag

em
en

t r
eg

ar
di

ng
 m

an
ag

em
en

t’s
 o

w
n 

as
se

ss
m

en
t o

f t
he

 ri
sk

 o
f f

ra
ud

 a
nd

 th
e 

co
nt

ro
ls

 in
 p

la
ce

 to
 p

re
ve

nt
 a

nd
 d

et
ec

t i
t. 

Th
e 

na
tu

re
, e

xt
en

t a
nd

 
fr

eq
ue

nc
y 

of
 m

an
ag

em
en

t’s
 a

ss
es

sm
en

t o
f 

su
ch

 r
is

k 
an

d 
co

nt
ro

ls
 v

ar
y 

fr
om

 e
nt

ity
 to

 e
nt

ity
. I

n 
so

m
e 

en
tit

ie
s, 

m
an

ag
em

en
t 

m
ay

 m
ak

e 
de

ta
ile

d 
as

se
ss

m
en

ts
 o

n 
an

 a
nn

ua
l 

ba
si

s 
or

 a
s 

pa
rt 

of
 c

on
tin

uo
us

 
m

on
ito

rin
g.

 In
 o

th
er

 e
nt

iti
es

, m
an

ag
em

en
t’s

 a
ss

es
sm

en
t m

ay
 b

e 
le

ss
 fo

rm
al

 a
nd

 le
ss

 fr
eq

ue
nt

. I
n 

so
m

e 
en

tit
ie

s, 
pa

rti
cu

la
rly

 sm
al

le
r e

nt
iti

es
, t

he
 fo

cu
s o

f t
he

 as
se

ss
m

en
t m

ay
 b

e o
n 

th
e r

is
ks

 o
f e

m
pl

oy
ee

 fr
au

d 
or

 
m

is
ap

pr
op

ria
tio

n 
of

 as
se

ts
. T

he
 n

at
ur

e,
 ex

te
nt

 an
d 

fr
eq

ue
nc

y 
of

 m
an

ag
em

en
t’s

 as
se

ss
m

en
t a

re
 re

le
va

nt
 to

 
th

e a
ud

ito
r’s

 u
nd

er
sta

nd
in

g 
of

 th
e e

nt
ity

’s
 co

nt
ro

l e
nv

iro
nm

en
t. 

Fo
r e

xa
m

pl
e,

 th
e f

ac
t t

ha
t m

an
ag

em
en

t h
as

 
no

t m
ad

e 
an

 a
ss

es
sm

en
t o

f 
th

e 
ris

k 
of

 f
ra

ud
 m

ay
 in

 s
om

e 
ci

rc
um

st
an

ce
s 

be
 in

di
ca

tiv
e 

of
 th

e 
la

ck
 o

f 
im

po
rta

nc
e 

th
at

 m
an

ag
em

en
t p

la
ce

s o
n 

in
te

rn
al

 c
on

tro
l. 
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. 

In
 a

 s
m

al
l o

w
ne

r m
an

ag
ed

 e
nt

ity
, t

he
 o

w
ne

r-
m

an
ag

er
 m

ay
 b

e 
ab

le
 to

 e
xe

rc
is

e 
m

or
e 

ef
fe

ct
iv

e 
ov

er
si

gh
t 

th
an

 in
 a 

la
rg

er
 en

tit
y,

 th
er

eb
y 

co
m

pe
ns

at
in

g 
fo

r t
he

 g
en

er
al

ly
 m

or
e l

im
ite

d 
op

po
rtu

ni
tie

s f
or

 se
gr

eg
at

io
n 

of
 d

ut
ie

s. 
O

n 
th

e 
ot

he
r h

an
d,

 th
e 

ow
ne

r-
m

an
ag

er
 m

ay
 b

e 
m

or
e 

ab
le

 to
 o

ve
rr

id
e 

co
nt

ro
ls

 b
ec

au
se

 o
f t

he
 

in
fo

rm
al

 sy
st

em
 o

f i
nt

er
na

l c
on

tro
l. 

Th
is

 is
 ta

ke
n 

in
to

 ac
co

un
t b

y 
th

e a
ud

ito
r w

he
n 

id
en

tif
yi

ng
 th

e r
is

ks
 o

f 
m

at
er

ia
l m

is
st

at
em

en
t d

ue
 to

 fr
au

d.
 

 
M
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ed
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d 
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A
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W
he

n 
m

ak
in

g 
in

qu
iri

es
 a

s p
ar

t o
f o

bt
ai

ni
ng

 a
n 

un
de

rs
ta

nd
in

g 
of

 m
an

ag
em

en
t’s

 p
ro

ce
ss

 fo
r i

de
nt

ify
in

g 
an

d 
re

sp
on

di
ng

 to
 th

e 
ris

ks
 o

f f
ra

ud
 in

 th
e 

en
tit

y,
 th

e 
au

di
to

r i
nq

ui
re

s a
bo

ut
 th

e 
pr

oc
es

s t
o 

re
sp

on
d 

to
 

in
te

rn
al

 o
r e

xt
er

na
l a

lle
ga

tio
ns

 o
f f

ra
ud

 a
ff

ec
tin

g 
th

e 
en

tit
y.

  
 Fo

r e
nt

iti
es

 w
ith

 m
ul

tip
le

 lo
ca

tio
ns

, t
he

 a
ud

ito
r i

nq
ui

re
s a

bo
ut

 th
e 

na
tu

re
 a

nd
 e

xt
en

t o
f m

on
ito

rin
g 

of
 

op
er

at
in

g 
lo

ca
tio

ns
 o

r b
us

in
es

s s
eg

m
en

ts
 a

nd
 w

he
th

er
 th

er
e 

ar
e 

pa
rti

cu
la

r o
pe

ra
tin

g 
lo

ca
tio

ns
 o

r 
bu

si
ne

ss
 se

gm
en

ts
 fo

r w
hi

ch
 a

 ri
sk

 o
f f

ra
ud

 m
ay

 b
e 

m
or

e 
lik

el
y 

to
 e

xi
st

. 
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T
he

 a
ud

ito
r 

sh
ou

ld
 m

ak
e 

in
qu

ir
ie

s o
f m

an
ag

em
en

t, 
in

te
rn

al
 a

ud
it,

 a
nd

 o
th

er
s w

ith
in

 th
e 

en
tit

y 
as

 
ap

pr
op

ri
at

e,
 to

 d
et

er
m

in
e 

w
he

th
er

 th
ey

 h
av

e 
kn

ow
le

dg
e 

of
 a

ny
 a

ct
ua

l, 
su

sp
ec

te
d 

or
 a

lle
ge

d 
fr

au
d 

af
fe

ct
in

g 
th

e 
en

tit
y.
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 B
ol
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ty

pe
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 h
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re
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af

te
d 

to
 

sp
lit

 in
qu

iri
es

 o
f m

an
ag

em
en

t a
nd

 o
th

er
s, 

an
d 

in
qu

ire
s o

f i
nt

er
na

l a
ud

it.
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A
lth

ou
gh

 th
e 

au
di

to
r’

s i
nq

ui
rie

s o
f m

an
ag

em
en

t m
ay

 p
ro

vi
de

 u
se

fu
l i

nf
or

m
at

io
n 

co
nc

er
ni

ng
 th

e 
ris

ks
 o

f 
m

at
er

ia
l m

is
st

at
em

en
ts

 in
 th

e 
fin

an
ci

al
 s

ta
te

m
en

ts
 r

es
ul

tin
g 

fr
om

 e
m

pl
oy

ee
 f

ra
ud

, s
uc

h 
in

qu
iri

es
 a

re
 

un
lik

el
y 

to
 p

ro
vi

de
 u

se
fu

l 
in

fo
rm

at
io

n 
re

ga
rd

in
g 

th
e 

ris
ks

 o
f 

m
at

er
ia

l 
m

is
st

at
em

en
t 

in
 t

he
 f

in
an

ci
al

 
st

at
em

en
ts

 re
su

lti
ng

 fr
om

 m
an

ag
em

en
t f

ra
ud

.  

M
ak

in
g 

in
qu

iri
es

 o
f o

th
er

s w
ith

in
 th

e 
en

tit
y,

 in
 a

dd
iti

on
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 b
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 b
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t c
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t o
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at
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 b

e 
in

di
ca

tiv
e 

of
 fr

au
du

le
nt

 fi
na

nc
ia

l r
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 m
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 m
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e f
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 b
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s p
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ro
fit

ab
ili

ty
. 

  U
nn

ec
es

sa
ry

 in
 li

gh
t o

f d
ef

in
iti

on
 o

f f
ra

ud
ul

en
t 

fin
an

ci
al

 re
po

rti
ng

. 

69
. I

nd
iv

id
ua

ls
 w

ith
in

 th
e 

en
tit

y 
w

ho
 a

re
 fa

m
ili

ar
 w

ith
 th

e 
au

di
t p

ro
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 c
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ra
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 b
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 p
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 b
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 m
or

e 
re

lia
bl

e 
an

d 
re

le
va

nt
 o

r t
o 

ob
ta

in
 a

dd
iti

on
al

 c
or

ro
bo

ra
tiv

e 
in

fo
rm

at
io

n.
 T

hi
s m

ay
 

af
fe

ct
 b

ot
h 

th
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 b
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r c
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 c
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 c
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 d
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 d
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l c
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s b
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e 
de

ta
ils

 o
f t

he
 sa

le
s a

gr
ee

m
en

ts
, i

nc
lu

di
ng

 d
at

e,
 a

ny
 ri

gh
ts

 o
f r

et
ur

n 
an

d 
de

liv
er

y 
te

rm
s. 

In
 a

dd
iti

on
, t

he
 a

ud
ito

r m
ig

ht
 fi

nd
 it

 e
ff

ec
tiv

e 
to

 su
pp

le
m

en
t s

uc
h 

ex
te

rn
al

 c
on

fir
m

at
io

ns
 w

ith
 

in
qu

iri
es

 o
f n

on
-f

in
an

ci
al

 p
er

so
nn

el
 in

 th
e 

en
tit

y 
re

ga
rd

in
g 

an
y 

ch
an

ge
s i

n 
sa

le
s a

gr
ee

m
en

ts
 a

nd
 

de
liv

er
y 

te
rm

s. 
 

• 
Th

e 
tim

in
g 

of
 su

bs
ta

nt
iv

e 
pr

oc
ed

ur
es

 m
ay

 n
ee

d 
to

 b
e 

m
od

ifi
ed

. T
he

 a
ud

ito
r m

ay
 c

on
cl

ud
e 

th
at

 
pe

rf
or

m
in

g 
su

bs
ta

nt
iv

e 
te

st
in

g 
at

 o
r n

ea
r t

he
 p

er
io

d 
en

d 
be

tte
r a

dd
re

ss
es

 a
n 

as
se

ss
ed

 ri
sk

 o
f 

m
at

er
ia

l m
is

st
at

em
en

t d
ue

 to
 fr

au
d.

 T
he

 a
ud

ito
r m

ay
 c

on
cl

ud
e 

th
at

, g
iv

en
 th

e 
ris

ks
 o

f i
nt

en
tio

na
l 

m
is

st
at

em
en

t o
r m

an
ip

ul
at

io
n,

 a
ud

it 
pr

oc
ed

ur
es

 to
 e

xt
en

d 
au

di
t c

on
cl

us
io

ns
 fr

om
 a

n 
in

te
rim

 d
at

e 

A
43

 
  



A
na

ly
si

s o
f I

SA
 2

40
 

IA
AS

B 
M

ai
n 

Ag
en

da
 (S

ep
te

m
be

r 2
00

5)
 P

ag
e 

20
05

·1
84

0 

A
ge

nd
a 

Ite
m

 4
-C

.1
 

Pa
ge

 3
0 

of
 4

2 

to
 th

e 
pe

rio
d 

en
d 

w
ou

ld
 n

ot
 b

e 
ef

fe
ct

iv
e.

 In
 c

on
tra

st
, b

ec
au

se
 a

n 
in

te
nt

io
na

l m
is

st
at

em
en

t—
fo

r 
ex

am
pl

e,
 a

 m
is

st
at

em
en

t i
nv

ol
vi

ng
 im

pr
op

er
 re

ve
nu

e 
re

co
gn

iti
on

—
m

ay
 h

av
e 

be
en

 in
iti

at
ed

 in
 a

n 
in

te
rim

 p
er

io
d,

 th
e 

au
di

to
r m

ay
 e

le
ct

 to
 a

pp
ly

 su
bs

ta
nt

iv
e 

pr
oc

ed
ur

es
 to

 tr
an

sa
ct

io
ns

 o
cc

ur
rin

g 
ea

rli
er

 in
 o

r t
hr

ou
gh

ou
t t

he
 re

po
rti

ng
 p

er
io

d.
 

• 
Th

e 
ex

te
nt

 o
f t

he
 p

ro
ce

du
re

s a
pp

lie
d 

re
fle

ct
s t

he
 a

ss
es

sm
en

t o
f t

he
 ri

sk
s o

f m
at

er
ia

l m
is

st
at

em
en

t 
du

e 
to

 fr
au

d.
 F

or
 e

xa
m

pl
e,

 in
cr

ea
si

ng
 sa

m
pl

e 
si

ze
s o

r p
er

fo
rm

in
g 

an
al

yt
ic

al
 p
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at
 o

th
er

w
is

e 
ap

pe
ar

 to
 b

e 
op

er
at

in
g 

ef
fe

ct
iv

el
y.

 W
hi

le
 th

e 
le

ve
l o

f r
is

k 
of

 m
an

ag
em

en
t 

ov
er

rid
e 

of
 c

on
tro

ls
 w

ill
 v

ar
y 

fr
om

 e
nt

ity
 to

 e
nt

ity
, t

he
 r

is
k 

is
 n

ev
er

th
el

es
s 

pr
es

en
t i

n 
al

l e
nt

iti
es

 a
nd

 is
 a
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of
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si
gn

ifi
ca

nt
 ri

sk
 o

f m
at

er
ia

l m
is

st
at

em
en

t d
ue

 to
 fr

au
d.

 A
cc

or
di

ng
ly

, i
n 

ad
di

tio
n 

to
 o

ve
ra

ll 
re

sp
on

se
s t

o 
ad

dr
es

s 
th

e 
ris

ks
 o

f 
m

at
er

ia
l 

m
is

st
at

em
en

t 
du

e 
to

 f
ra

ud
 a

nd
 r

es
po

ns
es

 t
o 

ad
dr

es
s 

th
e 

as
se

ss
ed

 r
is

ks
 o

f 
m

at
er

ia
l 

m
is

st
at

em
en

t d
ue

 to
 fr

au
d 

at
 th

e a
ss

er
tio

n 
le

ve
l, 

th
e a

ud
ito

r p
er

fo
rm

s a
ud

it 
pr

oc
ed

ur
es

 to
 re

sp
on

d 
to

 th
e r

is
k 

of
 

m
an

ag
em

en
t o

ve
rr

id
e 

of
 c

on
tro

ls
. 

   

U
nn

ec
es

sa
ry

 st
at

em
en

t. 
   

75
. P

ar
ag

ra
ph

s 7
5 

to
 8

1 
se

t o
ut

 th
e a

ud
it 

pr
oc

ed
ur

es
 re

qu
ire

d 
to

 re
sp

on
d 

to
 ri

sk
 o

f m
an

ag
em

en
t o

ve
rr

id
e o

f c
on

tro
ls.

 
H

ow
ev

er
, t

he
 au

di
to

r a
ls

o 
co

ns
id

er
s w

he
th

er
 th

er
e a

re
 ri

sk
s o

f m
an

ag
em

en
t o

ve
rr

id
e o

f c
on

tro
ls

 fo
r w

hi
ch

 th
e 

au
di

to
r n

ee
ds

 to
 p

er
fo

rm
 p

ro
ce

du
re

s o
th

er
 th

an
 th

os
e 

sp
ec

ifi
ca

lly
 re

fe
rr

ed
 to

 in
 th

es
e 

pa
ra

gr
ap

hs
. 
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U
nn

ec
es

sa
ry

 a
s a

 re
su

lt 
of

 re
st

ru
ct

ur
in

g.
 

76
. T

o 
re

sp
on

d 
to

 th
e 

ri
sk

 o
f m

an
ag

em
en

t o
ve

rr
id

e 
of

 c
on

tr
ol

s, 
th

e 
au

di
to

r 
sh

ou
ld

 d
es

ig
n 

an
d 

pe
rf

or
m

 
au

di
t p

ro
ce

du
re

s t
o:

 

(a
) 

T
es

t t
he

 a
pp

ro
pr

ia
te

ne
ss

 o
f j

ou
rn

al
 e

nt
ri

es
 r

ec
or

de
d 

in
 th

e 
ge

ne
ra

l l
ed

ge
r 

an
d 

ot
he

r 
ad

ju
st

m
en

ts
 m

ad
e 

in
 th

e 
pr

ep
ar

at
io

n 
of

 fi
na

nc
ia

l s
ta

te
m

en
ts

; 

(b
) 

R
ev

ie
w

 a
cc

ou
nt

in
g 

es
tim

at
es

 fo
r 

bi
as

es
 th

at
 c

ou
ld

 r
es

ul
t i

n 
m

at
er

ia
l m

is
st

at
em

en
t d

ue
 to

 
fr

au
d;

 a
nd

 

(c
) 

O
bt

ai
n 

an
 u

nd
er

st
an

di
ng

 o
f t

he
 b

us
in

es
s r

at
io

na
le

 o
f s

ig
ni

fic
an

t t
ra

ns
ac

tio
ns

 th
at

 th
e 

au
di

to
r 

be
co

m
es

 a
w

ar
e 

of
 th

at
 a

re
 o

ut
si

de
 o

f t
he

 n
or

m
al

 c
ou

rs
e 

of
 b

us
in

es
s f

or
 th

e 
en

tit
y,

 
or

 th
at

 o
th

er
w

is
e 

ap
pe

ar
 to

 b
e 

un
us

ua
l g

iv
en

 th
e 

au
di

to
r’

s u
nd

er
st

an
di

ng
 o

f t
he

 e
nt

ity
 a

nd
 

its
 e

nv
ir

on
m

en
t. 
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Jo
ur

na
l E

nt
ri

es
 a

nd
 O

th
er

 A
dj

us
tm

en
ts

 
 

 

77
. M

at
er

ia
l m

is
st

at
em

en
ts

 o
f f

in
an

ci
al

 st
at

em
en

ts
 d

ue
 to

 fr
au

d 
of

te
n 

in
vo

lv
e 

th
e 

m
an

ip
ul

at
io

n 
of

 th
e 

fin
an

ci
al

 
re

po
rti

ng
 p

ro
ce

ss
 b

y 
re

co
rd

in
g 

in
ap

pr
op

ria
te

 o
r u

na
ut

ho
riz

ed
 jo

ur
na

l e
nt

rie
s t

hr
ou

gh
ou

t t
he

 y
ea

r o
r a

t 
pe

rio
d 

en
d,

 o
r m

ak
in

g 
ad

ju
st

m
en

ts
 to

 a
m

ou
nt

s r
ep

or
te

d 
in

 th
e 

fin
an

ci
al

 st
at

em
en

ts
 th

at
 a

re
 n

ot
 re

fle
ct

ed
 in

 
fo

rm
al

 jo
ur

na
l e

nt
rie

s, 
su

ch
 a

s t
hr

ou
gh

 c
on

so
lid

at
in

g 
ad

ju
st

m
en

ts
 a

nd
 re

cl
as

si
fic

at
io

ns
. 

 
In

 d
es

ig
ni

ng
 a

nd
 p

er
fo

rm
in

g 
au

di
t p

ro
ce

du
re

s t
o 

te
st

 th
e 

ap
pr

op
ria

te
ne

ss
 o

f j
ou

rn
al

 e
nt

rie
s r

ec
or

de
d 

in
 th

e 
ge

ne
ra

l l
ed

ge
r a

nd
 o

th
er

 a
dj

us
tm

en
ts

 m
ad

e 
in

 th
e 

pr
ep

ar
at

io
n 

of
 th

e 
fin

an
ci

al
 st

at
em

en
ts

 th
e 

au
di

to
r: 

(a
) 

O
bt

ai
ns

 a
n 

un
de

rs
ta

nd
in

g 
of

 th
e 

en
tit

y’
s f

in
an

ci
al

 re
po

rti
ng

 p
ro

ce
ss

 a
nd

 th
e 

co
nt

ro
ls

 o
ve

r 
jo

ur
na

l e
nt

rie
s a

nd
 o

th
er

 a
dj

us
tm

en
ts

; 

(b
) 

Ev
al

ua
te

s t
he

 d
es

ig
n 

of
 th

e 
co

nt
ro

ls
 o

ve
r j

ou
rn

al
 e

nt
rie

s a
nd

 o
th

er
 a

dj
us

tm
en

ts
 a

nd
 d

et
er

m
in

es
 

w
he

th
er

 th
ey

 h
av

e 
be

en
 im

pl
em

en
te

d;
  

(c
) 

M
ak

es
 in

qu
iri

es
 o

f i
nd

iv
id

ua
ls

 in
vo

lv
ed

 in
 th

e 
fin

an
ci

al
 re

po
rti

ng
 p

ro
ce

ss
 a

bo
ut

 in
ap

pr
op

ria
te

 o
r 

un
us

ua
l a

ct
iv

ity
 re

la
tin

g 
to

 th
e 

pr
oc

es
si

ng
 o

f j
ou

rn
al

 e
nt

rie
s a

nd
 o

th
er

 a
dj

us
tm

en
ts

. 
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 b
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15

. 
      



A
na

ly
si

s o
f I

SA
 2

40
 

IA
AS

B 
M

ai
n 

Ag
en

da
 (S

ep
te

m
be

r 2
00

5)
 P

ag
e 

20
05

·1
84

2 

A
ge

nd
a 

Ite
m

 4
-C

.1
 

Pa
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(d
) 

D
et

er
m

in
es

 th
e 

tim
in

g 
of

 th
e 

te
st

in
g;

 a
nd

 

(e
) 

Id
en

tif
ie

s a
nd

 se
le

ct
s j

ou
rn

al
 e

nt
rie

s a
nd

 o
th

er
 a

dj
us

tm
en

ts
 fo

r t
es

tin
g;

 

A
pp

ea
rs

 u
nn

ec
es

sa
ry

 to
 st

at
e 

th
es

e 
ba

si
c 

st
ep

s. 

78
. F

or
 th

e 
pu

rp
os

es
 o

f i
de

nt
ify

in
g 

an
d 

se
le

ct
in

g 
jo

ur
na

l e
nt

rie
s a

nd
 o

th
er

 a
dj

us
tm

en
ts

 fo
r t

es
tin

g,
 a

nd
 

de
te

rm
in

in
g 

th
e 

ap
pr

op
ria

te
 m

et
ho

d 
of

 e
xa

m
in

in
g 

th
e 

un
de

rly
in

g 
su

pp
or

t f
or

 th
e 

ite
m

s s
el

ec
te

d,
 th

e 
au

di
to

r 
co

ns
id

er
s:

 

• 
Th

e 
as

se
ss

m
en

t o
f t

he
 ri

sk
s o

f m
at

er
ia

l m
is

st
at

em
en

t d
ue

 to
 fr

au
d 

– 
th

e 
pr

es
en

ce
 o

f f
ra

ud
 ri

sk
 

fa
ct

or
s a

nd
 o

th
er

 in
fo

rm
at

io
n 

ob
ta

in
ed

 d
ur

in
g 

th
e 

au
di

to
r’

s a
ss

es
sm

en
t o

f t
he

 ri
sk

s o
f m

at
er

ia
l 

m
is

st
at

em
en

t d
ue

 to
 fr

au
d 

m
ay

 a
ss

is
t t

he
 a

ud
ito

r t
o 

id
en

tif
y 

sp
ec

ifi
c 

cl
as

se
s o

f j
ou

rn
al

 e
nt

rie
s a

nd
 

ot
he

r a
dj

us
tm

en
ts

 fo
r t

es
tin

g.
 

• 
C

on
tr

ol
s t

ha
t h

av
e 

be
en

 im
pl

em
en

te
d 

ov
er

 jo
ur

na
l e

nt
ri

es
 a

nd
 o

th
er

 a
dj

us
tm

en
ts 

– 
ef

fe
ct

iv
e 

co
nt

ro
ls

 o
ve

r t
he

 p
re

pa
ra

tio
n 

an
d 

po
st

in
g 

of
 jo

ur
na

l e
nt

rie
s a

nd
 o

th
er

 a
dj

us
tm

en
ts

 m
ay

 re
du

ce
 th

e 
ex

te
nt

 o
f s

ub
st

an
tiv

e 
te

st
in

g 
ne

ce
ss

ar
y,

 p
ro

vi
de

d 
th

at
 th

e 
au

di
to

r h
as

 te
st

ed
 th

e 
op

er
at

in
g 

ef
fe

ct
iv

en
es

s o
f t

he
 c

on
tro

ls
. 

• 
Th

e 
en

tit
y’

s f
in

an
ci

al
 re

po
rt

in
g 

pr
oc

es
s a

nd
 th

e 
na

tu
re

 o
f e

vi
de

nc
e 

th
at

 c
an

 b
e 

ob
ta

in
ed

 –
 fo

r 
m

an
y 

en
tit

ie
s r

ou
tin

e 
pr

oc
es

si
ng

 o
f t

ra
ns

ac
tio

ns
 in

vo
lv

es
 a

 c
om

bi
na

tio
n 

of
 m

an
ua

l a
nd

 a
ut

om
at

ed
 

st
ep

s a
nd

 p
ro

ce
du

re
s. 

Si
m

ila
rly

, t
he

 p
ro

ce
ss

in
g 

of
 jo

ur
na

l e
nt

rie
s a

nd
 o

th
er

 a
dj

us
tm

en
ts

 m
ay

 
in

vo
lv

e 
bo

th
 m

an
ua

l a
nd

 a
ut

om
at

ed
 p

ro
ce

du
re

s a
nd

 c
on

tro
ls

. W
he

n 
in

fo
rm

at
io

n 
te

ch
no

lo
gy

 is
 

us
ed

 in
 th

e 
fin

an
ci

al
 re

po
rti

ng
 p

ro
ce

ss
, j

ou
rn

al
 e

nt
rie

s a
nd

 o
th

er
 a

dj
us

tm
en

ts
 m

ay
 e

xi
st

 o
nl

y 
in

 
el

ec
tro

ni
c 

fo
rm

. 

• 
Th

e 
ch

ar
ac

te
ri

st
ic

s o
f f

ra
ud

ul
en

t j
ou

rn
al

 e
nt

ri
es

 o
r o

th
er

 a
dj

us
tm

en
ts

 –
 in

ap
pr

op
ria

te
 jo

ur
na

l 
en

tri
es

 o
r o

th
er

 a
dj

us
tm

en
ts

 o
fte

n 
ha

ve
 u

ni
qu

e 
id

en
tif

yi
ng

 c
ha

ra
ct

er
is

tic
s. 

Su
ch

 c
ha

ra
ct

er
is

tic
s 

m
ay

 in
cl

ud
e 

en
tri

es
 (a

) m
ad

e 
to

 u
nr

el
at

ed
, u

nu
su

al
, o

r s
el

do
m

-u
se

d 
ac

co
un

ts
, (

b)
 m

ad
e 

by
 

in
di

vi
du

al
s w

ho
 ty

pi
ca

lly
 d

o 
no

t m
ak

e 
jo

ur
na

l e
nt

rie
s, 

(c
) r

ec
or

de
d 

at
 th

e 
en

d 
of

 th
e 

pe
rio

d 
or

 a
s 

po
st

-c
lo

si
ng

 e
nt

rie
s t

ha
t h

av
e 

lit
tle

 o
r n

o 
ex

pl
an

at
io

n 
or

 d
es

cr
ip

tio
n,

 (d
) m

ad
e 

ei
th

er
 b

ef
or

e 
or

 
du

rin
g 

th
e 

pr
ep

ar
at

io
n 

of
 th

e 
fin

an
ci

al
 st

at
em

en
ts

 th
at

 d
o 

no
t h

av
e 

ac
co

un
t n

um
be

rs
, o

r (
e)

 
co

nt
ai

ni
ng

 ro
un

d 
nu

m
be

rs
 o

r c
on

si
st

en
t e

nd
in

g 
nu

m
be

rs
. 

• 
Th

e 
na

tu
re

 a
nd

 c
om

pl
ex

ity
 o

f t
he

 a
cc

ou
nt

s –
 in

ap
pr

op
ria

te
 jo

ur
na

l e
nt

rie
s o

r a
dj

us
tm

en
ts

 m
ay

 b
e 

ap
pl

ie
d 

to
 a

cc
ou

nt
s t

ha
t (

a)
 c

on
ta

in
 tr

an
sa

ct
io

ns
 th

at
 a

re
 c

om
pl

ex
 o

r u
nu

su
al

 in
 n

at
ur

e,
 (b

) c
on

ta
in

 
si

gn
ifi

ca
nt

 e
st

im
at

es
 a

nd
 p

er
io

d-
en

d 
ad

ju
st

m
en

ts
, (

c)
 h

av
e 

be
en

 p
ro

ne
 to

 m
is

st
at

em
en

ts
 in

 th
e 

pa
st

, 
(d

) h
av

e 
no

t b
ee

n 
re

co
nc

ile
d 

on
 a

 ti
m

el
y 

ba
si

s o
r c

on
ta

in
 u

nr
ec

on
ci

le
d 

di
ff

er
en

ce
s, 

(e
) c

on
ta

in
 

in
te

r-
co

m
pa

ny
 tr

an
sa

ct
io

ns
, o

r (
f)

 a
re

 o
th

er
w

is
e 

as
so

ci
at

ed
 w

ith
 a

n 
id

en
tif

ie
d 

ris
k 

of
 m

at
er

ia
l 

m
is

st
at

em
en

t d
ue

 to
 fr

au
d.

 In
 a

ud
its

 o
f e

nt
iti

es
 th

at
 h

av
e 

se
ve

ra
l l

oc
at

io
ns

 o
r c

om
po

ne
nt

s, 

A
47

 
N

ot
e:

 L
ea

d-
in

 se
nt

en
ce

 h
as

 b
ee

n 
re

dr
af

te
d.
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co
ns

id
er

at
io

n 
is

 g
iv

en
 to

 th
e 

ne
ed

 to
 se

le
ct

 jo
ur

na
l e

nt
rie

s f
ro

m
 m

ul
tip

le
 lo

ca
tio

ns
. 

• 
Jo

ur
na

l e
nt

ri
es

 o
r o

th
er

 a
dj

us
tm

en
ts

 p
ro

ce
ss

ed
 o

ut
si

de
 th

e 
no

rm
al

 c
ou

rs
e 

of
 b

us
in

es
s –

 n
on

 
st

an
da

rd
 jo

ur
na

l e
nt

rie
s m

ay
 n

ot
 b

e 
su

bj
ec

t t
o 

th
e 

sa
m

e 
le

ve
l o

f i
nt

er
na

l c
on

tro
l a

s t
ho

se
 jo

ur
na

l 
en

tri
es

 u
se

d 
on

 a
 re

cu
rr

in
g 

ba
si

s t
o 

re
co

rd
 tr

an
sa

ct
io

ns
 su

ch
 a

s m
on

th
ly

 sa
le

s, 
pu

rc
ha

se
s a

nd
 c

as
h 

di
sb

ur
se

m
en

ts
. 

79
. T

he
 au

di
to

r u
se

s p
ro

fe
ss

io
na

l j
ud

gm
en

t i
n 

de
te

rm
in

in
g 

th
e n

at
ur

e,
 ti

m
in

g 
an

d 
ex

te
nt

 o
f t

es
tin

g 
of

 jo
ur

na
l e

nt
rie

s 
an

d 
ot

he
r a

dj
us

tm
en

ts
. B

ec
au

se
 fr

au
du

le
nt

 jo
ur

na
l e

nt
rie

s a
nd

 o
th

er
 ad

ju
st

m
en

ts
 ar

e o
fte

n 
m

ad
e a

t t
he

 en
d 

of
 a 

re
po

rti
ng

 p
er

io
d,

 th
e 

au
di

to
r o

rd
in

ar
ily

 se
le

ct
s t

he
 jo

ur
na

l e
nt

rie
s a

nd
 o

th
er

 a
dj

us
tm

en
ts

 m
ad

e 
at

 th
at

 ti
m

e.
  

H
ow

ev
er

, b
ec

au
se

 m
at

er
ia
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 m
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 m
an

ag
em

en
t’s
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 c
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 c
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 r
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 b
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r c
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r o
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 m
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 f
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